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Importance of Diffusion Analysis 


When only two industries—construction and automotive— 
were more or less alone carrying business activity to new 
highs, economists were somewhat chary of expressing an 

a5 ‘c * ” 
opinion on “how far and how long the revival could proceed. 


Then came a broadening out of the expansion, with more 
and more industries reporting an upturn in output and em- 
ployment, a lengthening of the workweek, record-high retail 
sales, etc. By early in 1955, this broadening out of favorable 
signs gave economists a basis for confidence that the business 
expansion was more than a temporary spurt. 


An analysis of the diffusion of these favorable signs is part 
of “A Longer Look at Diffusion Analysis,” beginning on 
page 212. This article, addressed primarily to business 
analysts, discusses the record, and the accuracy of the diffu- 
sion index over the past two years, and provides a historical 
look back through the years to 1929. A two-page chart spread 
contributes importantly to the history of diffusion analysis 
and to an understanding of its usefulness for today. 


Why Higher G-and-A Expenses? 


Several factors have contributed to a five-year rise in gen- 
eral and administrative expenses, according to the experience 
reported by 149 companies participating in the Board’s 
monthly survey of business practices. For these companies, 
G-and-A expenses have grown as fast as their sales during 
the past five years. Reasons cited include a heavier staff 
load, an increase in fringe benefits for administrative person- 
nel, expansion or reorganization of company operations, 
larger contributions sometimes through a company-sponsored 
foundation, “a higher level of salaries in the latter years,” 
and a heavier rent bill. 

What companies are doing to hold down these expenses is 
revealed in the survey report starting on page 206. The non- 
uniformity of accounting procedures with respect to these 
costs is also described at some length. Tables provide a 
quick company-by-company look at reasons for G-and-A hikes. 
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A Study of Financial Flows 


An all-time high was reached last year by corporations as 
a whole in after-tax profits and depreciation accruals, in the 
face of a business recession. What did management do in 
the way of bending their use of funds to the 1954 situation ? 
Was the financial impact of the recession the same for most 
industries ? 

To what extent did the policies pursued by companies last 
year lay the groundwork for the revival of 1955, with its 
increase in current investment, climbing profits and rising 
capital expenditures ? 

The article starting on page 228 analyzes the financial 
flows of 1954 and 1955 against the background of 1953 and 
the earlier recession year of 1949. 


Six Causes for Optimism 


Business Highlights this month concentrates on six key 
developments in business conditions of the past few months. 
These are: (1) increased inventory demand; (2) rising capital 
outlays; (3) strong personal consumption; (4) rising spending 
by state and local governments; (5) the probability of im- 
portant wage increases in the summer and fall; and (6) the 
possibility of tax reduction at the beginning of 1956. ‘These 
are the focal points around which a generally optimistic view 
of the current outlook has been formed. What. the picture 
is in each of these areas, and how they are interacting, is 
discussed in “The Eighteen-Month Outlook,” starting on 
the next page. 


Good Neighbors North and South 


Our Canadian office in Montreal provides, through a four- 
page chart survey, a picture of Canada’s position as a sup- 
plier and buyer of goods and services. (Page 218.) In another 
chart survey, Mexico’s international economic role is 
presented. (Page 222.) 


THE EIGHTEEN-MONTH OUTLOOK 


It is forming around six fundamental business developments 


who would still argue that 1955 will not be the 

biggest business year on record. On the basis of 
first-quarter returns, and some freehand estimation 
for the second quarter, gross national product in the 
first half of the year has evidently averaged fully 
$8 billion above its average rate in 1953, the previous 
annual peak. If the 1955 average rate is to fall below 
the 1953 rate, gross national product for the fourth 
quarter will have to fall to about $352 billion, or 
below the lowest level experienced during the re- 
cession of 1954. 

As midyear approaches, there are plenty of signs 
of a change in gears, and an impending shift in the 
areas of expansion. In automobiles, steel and home 
building—three industries that had much to do with 
the sensational climb of aggregate measures of busi- 
ness in the past six months—the combined outlook 
is for stability, at best, and perhaps a conspicuous 
decline. But it is very likely that the loss of these 
stimuli will be substantially offset by additional im- 
provement in capital goods demand, in inventory 
rebuilding, and in personal consumption. 

Some slowdown in car output may even be wel- 
comed by other industries as providing an opportu- 
nity to rebuild stocks of materials, such as steel, 
which they buy in competition with the automotive 
industry. In the steel market, the inflow of new 
orders has. continued to exceed the record current 
rate of output, even though automotive ordering has 
already begun to subside, and even though steel in- 
ventories of consuming industries are now certainly 
rising. (The ratio of steel production to activity in 
metal fabricating industries is now about as high as 
it was in early 1953, when steel inventories were 
climbing relatively rapidly.) 


SIGNS OF INDEPENDENCE 


There is, in fact, every indication that the boom has 
broadened and filled out to the point where it is 
largely independent of its origins. By far the major- 
ity of industries are now experiencing rising output 
and rising employment. In the second quarter, per- 
sonal incomes and personal consumption have ex- 
panded further, machinery orders and machinery 
sales have increased, new nonresidential construction 


i WOULD BE a brave, and a lonely, analyst 


activity has reached a quarterly peak, and general 
industrial activity, as measured by the Federal Re- 
serve index, has climbed toward the highest level on 
record. From all the current and foreshadowing 
statistics available, the business recovery, while cer- 
tainly not so youthful as it was four months ago, is 
still far from old. 

Behind the midyear statistics on business is a 
ground swell of business optimism as widespread and 
intense as at any time in the postwar years. The sales 
and income figures which businessmen are now read- 
ing are partly responsible for this optimism. But its 
substance lies in six fundamental strengths—four 
present and two prospective—that are now apparent 
in the business trend. Some of this expansionary fuel 
is already in the engine, and some of it has already 
been consumed. But additional quantities will evi- 
dently become available from time to time over the 
next nine months. 

al 


1. Capital Goods. Demand for new plant and equip- 
ment is clearly on the rise, although the rate of 
increase in actual outlays is still uncertain. New 
orders in capital goods industries, notably for ma- 
chine tools, have recently spurted to the best levels 
in a year, and backlogs in these industries are grow- 
ing. Employment in electrical and nonelectrical 
machinery plants has been climbing about 2% a 
month in recent months. Contract awards for com- 
mercial and manufacturing building in the first five 
months of 1955 have averaged roughly 30% above 
a year ago. The turn in capital outlays forecast by 
the Department of Commerce anticipation series? 
thus seems to have occurred substantially on sched- 
ule, although it may be several more quarters before 
the vigor of the upturn will be measurable in good 
statistics. 

Underlying the upturn in capital goods demand 
are three related influences: (1) a striking improve- 
ment in the inflow of corporate funds; (2) very 
sanguine short-term sales expectations; and (3) 
strong convictions about the long-term growth of 
American markets over the next decade. 

With reference to the last of these influences, a 
McGraw-Hill survey, the results of which were re- 

See The Conference Board Business Record for April, 1955, p. 123, 
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leased in late April, indicated that manufacturing 
companies expect their sales to increase by about 
25% from 1954 to 1958. In the light of these sales 
expectations, corporations intend to spend substantial 
amounts on plant and equipment for several years be- 
yond 1955. Moreover, surveys of anticipated capital 
outlays are subject to a downward bias when they are 
extended very far into the future, since a large pro- 
portion of companies do not budget capital outlays 
for the long term. Taking this systematic bias into 
account, the McGraw-Hill findings certainly suggest 
a pronounced propensity for capital spending for the 
next several years. 

On the other hand, the two other influences which 
have certainly contributed to the rebirth of capital 
goods demand—high availability of funds, and high 
short-term expectations—are essentially cyclical in 
their origins. If business volume turns down at some 
point in the next eighteen months, these capital ex- 
penditure supports could disappear in a hurry. 


yw 


2. Inventory Demand. By all the available measures, 


Industrial Production: Return to the Peak 


% change in the components of the Federal Reserve index, from July, 1953, 
to April, 1955 
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inventory coverage in manufacturing industries is 
now thin, and efforts to raise the level of stocks 
seem almost inevitable for the next several quarters. 
Such efforts are already in progress in a broad range 
of durables industries. Purchased-materials stocks 
are now 10% to 15% below their average level in the 
first half of 1953, when production was about at 
current rates. Inventories of goods in process, and 
of finished goods, are likewise relatively low, although 
they are not so clearly depressed as are stocks of 
purchased materials. 

Thus far, inventory building has been retarded by 
the sudden and rapid upsurge of materials consump- 
tion in the past several months. In many lines, still 
further increases in output will in all likelihood be 
required if customers’ inventories at later stages of 
fabrication and distribution are to be increased. 

It is a widely recognized phenomenon of the busi- 
ness cycle that efforts to increase inventories are often 
partially self-defeating. That is, the effort itself, 
since it takes the form of increased production sched- 
ules, raises incomes and hence consumption, and 
thereby increases the drain on inventories at dis- 
tributive levels. As a result, 
it might still take a sub- 
stantial further increase in 
production to yield a mod- 
erately increased rate of 
additions to inventories. 

Whether and to what de- 
gree this partial defeating 
of efforts to add to stocks 
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3. Personal Consumption. 
Since the business uptrend 
began in late 1954, personal 
consumption expenditures 
have been enjoying a vig- 
orous rise, almost equal to 
the rise in personal income. 
During the last six or nine 
months of recovery the 
“marginal propensity to 
consume” has thus been 
almost unity. This raises 
the presumption that as 
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SIX STRENGTHS IN THE SHORT-TERM OUTLOOK 
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additional income is generated in rising capital 
goods production, and in rising activity to increase 
inventories, a large, (although perhaps a declining) 
proportion of the increment to income will be spent 
for consumer goods. This is the so-called “multiplier” 
at work. The higher the marginal propensity to con- 
sume, the greater the multiplier effect. 

It is worth noting that this mechanical forecast of 
rising consumption is not nearly so inevitable as it 
may sound. Part of the multiplier effect in the cur- 
rent upsurge of business may already have been used 
up; in other words, the marginal propensity of con- 
sumers to spend additional increments to their in- 
comes may already be subsiding. This is only another 
way of saying that per capita consumption has 
already risen to extremely high levels—it is now fully 
4% above a year ago, and about 2.5% above the 
rate at the peak of the 1953 boom. Starting from 
such satisfactory levels of consumption, it would be 
reasonable to expect that smaller and smaller pro- 
portions of added income will now go into consump- 
tion, and that the portion going into saving will get 
larger. 

If so, the “multiplier” may now be running down to 
relatively low levels. The extremely high rate of 
credit extensions over the past eight months sug- 
gests that the personal sector will be faced with a 
high debt repayment burden in the coming several 
quarters. To watch the trend here, one need only 
keep track of the quarterly movements of disposable 
income and the Department of Commerce personal 
saving rate, and the monthly statistics on personal 
income, instalment credit, and retail trade. 
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4. State and Local Outlays—mainly in the form of 
construction of roads, schools, institutional buildings 
—seem still to be in a moderately rising trend. Public 
/ works contract awards in the first five months of 1955 
have run about 30% above their rate of a year ago. 
No near-term end to this trend appears to be in sight; 
and for at least the next twelve months the growth 
rate in these expenditures seems more likely to ac- 
celerate than to subside. 


- 


5. Wage Increases. Strike or no strike, a conspicu- 
ous increase in the average factory wage rate appears 
inevitable in the fall, as a result of the spreading out 
of expected settlements in the pattern-setting steel 
and automobile industries. The settlements are now 
generally expected to be fairly large, on the basis of 
' the settlement in the glass industry and the size of 
the Ford offer. Under ordinary conditions, the effect 
of this increase in wage rates might be amplified some- 
what, in terms of its effect on spending, by increased 
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buying on instalment credit. However, this capital- 
ization of anticipated increases in income, through 
borrowing, has already taken place to a substantial 
degree over the past two quarters. And a further ex- 
pansion of instalment debt is not likely to be a 
source of business strength beyond the next several 
months. 

Nevertheless, the direct effect of a spreading of a 
new round of wage increases merits consideration as 
an important stimulus in the last half of 1955. 


al 


6. Tax Reduction, effective at the beginning of 1956, 
is now being treated as a foregone conclusion by most 
analysts. Tax reduction at the beginning of the cal- 
endar year may well extend budget deficits into fiscal 
1957, but it seems to be an almost universally held 
opinion that the balanced budget, as a political issue, 
is entirely lacking in sex appeal. In fact, it is a 
little difficult to envision a set of circumstances pre- 
vailing at the year end which would act to suppress 
the legislator’s natural instinct for fiscal benevolence 
as elections approach. There are, however, two de- 
velopments which could perhaps suppress it. They 
would be: (1) a clear demonstration of strength on 
the part of the price level, suggesting that tax reduc- 
tion could produce or aggravate inflation; or (2) a 
new upward shift of defense spending schedules arising 
out of a new flareup in the cold war. While neither of 
these possibilities can be entirely written off, there is 
certainly no reason now to treat either of them as an 
important probability. 

What would be the effects of a moderate amount 
of corporate and personal tax reduction (more than 
a moderate amount is certainly improbable) is, of 
course, a tough question. All that can be extracted 
from recent experience with tax reduction is that its 
consequences are more likely to be underestimated 
than overestimated. This at least was the case with 
the 1954 reductions. On the other hand, tax reduc- 
tion in the middle of a boom may be much less, or 
much more, influential than during a recession. And 
in any event, the corporate reduction is not likely to 
be nearly so large as it was in 1954, when the excess- 
profits tax was allowed to expire. Even a full 5% 
drop in the corporate rate from 52% to 47%, which 
seems to be the most that anyone expects, would not 
yield so much as the relief provided by the demise 
of EPT. 


FINDING THE TURNING POINT 


The fact that these elements of strength arrive 
at different times, and have different durations, has 
tended to tie the 1956 outlook in very closely with 
the outlook for the last half of 1955—and thereby 
to extend short-term outlook analysis to the unusual 
length of eighteen months. Moreover, because many 
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of the six strengths are of a predominantly cyclical 
nature, and must be expected to reverse themselves in 
time, the tendency of current business analysis is to 
seek to locate a turning point in the trend somewhere 
between now and the end of 1956. 

Whether explicit or implicit, this objective is color- 
ing most pronouncements about business conditions. 
The now common expression that 1956 will be a boom 
year, but 1957 a recession year, amounts to putting 
the turning point some time fairly late in 1956. The 
equally common argument that 1956 will fall below 
1955 puts the turning point at the end of 1955, or 
early next year. And the position of a few intransi- 
gents, who still call for a second half of 1955 lower 
than the first half, implies a turning point within the 
next few months. 

None of these formulations can be written off as 
out of the question, although the last seems, in the 
judgment of most analysts, to be by far the least 
plausible. 

Ausert T. SomMMeErs 
Business Analyst 
Division of Business Economics 


FINANCIAL NOTES 
AND FOOTNOTES 


guessing prevail in the financial district today 

about a number of important matters, but 
anxiety appears to be minimal. One gains the im- 
pression that the general upsurge in business—boom, 
bubble, or whatever it is—is now generally believed 
to be in sufficiently vigorous health not to be easily 
harmed by any action the Federal Reserve is likely 
to take. Nor is there anywhere much evidence to 
be seen of uneasiness that such steps as the Reserve 
authorities have taken or may take in the near 
future will do very much to reduce the popularity of 
common stocks as an investment—regardless of what 
may happen to speculative fervor, if fervor there is 
at present. 

Wall Street is notoriously of a mercurial tempera- 
ment, and it often changes its mind overnight, but 
this seemed to be the state of mind prevailing at the 
end of May, and this fact lies behind the oft reiter- 
ated statements heard almost daily that we face little 
danger of a repetition of the May, 1953, episode. 

All this in no way signifies that there are no problems 
to be faced by the financial authorities, or that bankers, 


Gere: uncertainty and the usual 


brokers and others in the financial district are not fully 


aware of their presence. It merely indicates that current 
belief is widespread and strong that for a number of © 
reasons these problems will not bring serious difficulty 


within the near or intermediate term, whatever may be the - 


ultimate outcome. 


Problems there are, in any event; problems for the 
Federal Reserve authorities and the Treasury—and — 
for those who must make their operations conform 
to probable policies of these agencies. Federal Re- 
serve policy has been undergoing successive alter- 
ations and modifications for some months past. What 
was generally believed to be a determination to keep 
free reserves large has melted down under the pressure 
of circumstances to a point where member banks are 
being obliged, or at least find it expedient, to remain 
in debt to the Reserve banks week after week in 
amounts very substantially in excess of what had 
been the rule. 

A higher discount rate has been accompanied by 
an open market policy which was hardly expected 
anywhere a relatively few months ago. Stock margins 
have been raised twice, and there is talk of a further 
rise. Still stocks continue definitely disposed to move 
upward, even if at a somewhat more moderate rate. 
Brokers’ loans have been moving up substantially, | 
although the consensus seems to be that this phe- © 
nomenon is more closely related to undigested new 
security offerings than to anything that is happen- 
ing in the stock market. Meanwhile, business keeps — 
booming. Most observers (who incidentally often 
have no more access to “inside information” than 
the rest of us) seem to feel that the Federal Reserve 
authorities would be quite pleased if they were wholly © 
free to be somewhat more restrictive than they now 
are. The behavior of the stock market, the rising 
volume of consumer borrowing, the state of affairs 
in the real-estate market, and some other elements 
in the current general business and financial situation 
may well be causing some anxiety. 

But there are certain circumstances which the Federal 
Reserve cannot ignore or forget and which seem to stand 
in the way of any very vigorous restraint on their part. 
It is hardly likely that they have entirely forgotten the 
unpleasant weeks they spent in the spring and summer 
of 1953. If, however, they are now greatly troubled 
about the possibility of a similar effect upon business — 
generally exerted in the same way they are giving little 
indication of it. The difficulty by which they are now — 
faced is not quite as simple as that. 

The other horn of the dilemma is provided by the | 
needs of the Treasury. It has maturities (other | 
than bills) of some $20.7 billion to refund before the 
end of the year. Nearly $8.5 billion of them are in 
August. In addition, it is now believed that the 
Treasury will be obliged to raise $9 billion to $10 
billion in cash before January 1 next. This latter will 
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for the most part be temporary borrowing to carry 
_ the Treasury over until tax collections again mount 
' in the first half of next year, but it has to be met 
_ this year nonetheless. 

The reception given the May offerings of the Treas- 
ury must have given the authorities considerable 
uneasiness. It is difficult to see how under a restric- 
tive policy by the Federal Reserve the Treasury could 
| raise anything like $8.5 billion in August at currently 
going rates. Yet a substantially higher bill rate or 
_ similarly higher rates on intermediate and long-term 
obligations, accompanied as would be the case by 
tighter money all along the line, could well seriously 
handicap the mortgage market, which in turn would 
reverberate in the building trades. 

This situation and outlook become the more perti- 
nent when it is realized that greater demand on the 
banks is seasonally due, and normally continues until the 
end of the year or thereabouts. Expanding business loans 
and growth of money in circulation, to say nothing of the 
demands of the Treasury, all point to need for greater 
reserves. Should the Federal Reserve do nothing to ease 
such a situation, member banks would be obliged to 
borrow more heavily than they have been doing and 
would accordingly be less willing to lend at rates such 
as those which have been ruling. 


In these circumstances it is hardly surprising 
that close students of the situation have come to the 
conclusion that reserve requirements will have to be 
reduced or the volume of Federal Reserve credit be 


STABILITY REFLECTED 


ONSUMER PRICES remained unchanged be- 
tween March and April, 1955, according to the 
ten-city consumer price index of TH Conrsr- 

ENCE Boarp. At 100.4 (1953=100), the all-items 

index showed little change from the previous year 

(+0.1%). Slight gains in the housing and sundries 

| components were offset by a small decline in food 

prices. The apparel and transportation indexes 
showed no changes over the month. The purchasing 
value of the dollar was 99.6 cents (1953 dollar—100 

| cents) for April, 1955, the same as in March, 1955, 

and 0.1% lower than in April, 1954. 

| For the first time since December, 1954, food prices 

were lower over the monthly pricing period, with the 

April, 1955, food index dipping 0.1% to 98.4. This 

figure was 0.7% below the April, 1954, index. The 
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increased by open-market operations well before the 
end of the year. 

In any event, it is clear that the Reserve authori- 
ties have very substantial room for maneuver before 
they approach a situation similar to that which existed 
in April, 1953. In that year, central reserve city 
banks were required to carry 24% against demand 
deposits, and 6% against time deposits. Reserve 
city banks had to have 20% against demand and 6% 
against time deposits. The corresponding figures for 
country banks were 14% and 6%. 

At present, central city reserve banks carry 20% 
and 5%, respectively, on demand and time deposits; 
reserve city banks, 18% and 5%; and country banks 
12% and 5%. 

Required reserves in April, 1953, totaled nearly 
$19.5 billion. The figure as of June 1, 1955, was $18.1 
billion. In April, 1953, member banks were indebted 
to the Reserve banks in the amount of nearly $1.2 
billion, leaving free reserves at more than $630 million 
less than none. 

On June 1, 1955, member-bank borrowing came to 
$545 million, while free reserves stood at a figure of 
$117 million less than none —F. W. J. 


Coda—Why have stocks not suffered from progressive 
increases in margin requirements? One reason may be 
found in the fact that currently personal saving expressed 
in the income it would buy via common stocks is roughly 
four times what it was in 1929; between eight and nine 
times as great in 1953; and about six times as great in 1954. 


IN CONSUMER PRICES 


relative stability of the ten-city food index in April 
reflected compensating price movements in the ten 
cities. In seven of the ten, the cost of the family 
food budget varied less than 0.5% over the month, 
while the remaining cities showed movements up 
to 1.0%. 

The largest drop occurred in dairy product prices 
which fell 2.3% during the past month. However, 
the dairy products index, at 93.0, was 1.2% higher 
than in April of last year. Milk prices, following a 
seasonal pattern, declined slightly for the fourth 
consecutive month, while butter prices were lower in 
eight of the ten cities surveyed. All ten cities showed 
declines in egg prices, ranging from 3% to 20%. The 
egg index stood at 80.4 in April, 8% lower than in 
March, 1955, but 1.5% above April, 1954. 
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The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


1953 = 100 


January, 1939=100 


Housing 
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AUBUBE ec de isjeslin Bs 100.4 5 101.0 6 99.7 98.3 98.9 101.7 101.0 99.6 180.7 55.3 
September.......... 100.2 6 101.1 i 99.7 98.6 98.9 101.9 101.2 99.8 180.4 55.4 
October iaec: hike 100.0 9 101.4 3 100.9 98.6 98.8 101.7 101.1 100.0 180.0 55.6 
November.......... 100.2 4 101.4 5 100.2 98.8 98.7 101.8 101.2 99.8 180.4 55.4 
December........... 100.0 6 101.5 5 101.0 98.7 98.7 101.6 101.4 100.0 180.0 55.6 
Annual average..... 100.3 nal} 101.2 2 101.3 98.8 99.1 101.5 101.0 99.7 180.6 55.4 
1955 January............ 100.2 2 101.8 9 103.9 98.3 98.4 101.4 101.4 99.8 180.4 55.4 
February........... 100.2 38 101.8 0 104.1 98.0 98.4 101.5 101.4 99.8 180.4 55.4 
Marcle -a:} fas bi ile 100.4 5 101.9 ai 104.3 98.1 98.6 101.8 101.4 99.6 180.7 55.3 
PUTT ategese at nse eae 100.4 4 102.0 3 104.4 98.4 98.6 101.8 101.6 99.6 180.8 55.3 
Percentage Changes 

Mar., 1955 to Apr., ToEeia 0 | =i il +0.1 +0.2 +0.1 +0.3 0 0 | +0.2 0 | +0.1 0 

Apr., 1954 to Apr., 1955...| +0.1 -0.7 +0.7 +2.5 +122 =O.6 0. =+0.9 +0.6 Une +0.2 02 


1More stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 


The “other foods at home” category, consisting of 
fats and oils, sugar and sweets, nonalcoholic bever- 
ages and partially prepared foods, was off 0.6% from 
its previous monthly level, and reached its lowest 


point since January, 1954. The coffee index con- 
tinued its downward spiral. This index, still seeking 
to reach a level of stability, was 103.3 in April, 25% 
below the height reached in July, 1954. Tea, on the 


Changes in Motion Picture Admission Charges 
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other hand, continued its upward movement, attain- 
ing a record high of 127.7—a monthly increase of 
2.5%, and a yearly rise of 23%. 

The cereal and bakery products index remained 
the same, with fractional gains in the prices of corn- 
meal and macaroni balanced by decreases in rice 
prices. This index has been very stable over the 
past year, varying no more than 0.5% over any given 
monthly period. 

A monthly increase of 0.2% occurred in meat, 
fish and poultry. Price rises in poultry, pork chops 
and pork loin roast, plus fractional increases in beef 
prices, overshadowed declines in the prices of ham, 
bacon, canned luncheon meat and fresh fish. The 
poultry index, on the rise since the beginning of this 
year, reached 102.3, a twelve-month interval. 

The fruits and vegetable index, the one most affect- 
ed by seasonal variations, rose 2.1% over the past 
month. Prices of potatoes jumped 12.3% while 
smaller increases were recorded for cabbage, onions, 
apples, oranges and frozen orange juice. 


RISES IN THREE CATEGORIES 


Housing costs were up 0.1% with increases in the 
rent, fuel and housefurnishings categories. The only 
decrease was in the “other household operations” 
segment, which dropped 0.3%. Continued advances 
in residential rents caused the rent index to rise to 
107.3—2.5% higher than April, 1954. Higher gas 
rates constituted the principal factor in the small 
gain of 0.1% in fuel, power and water. Just 1.2% 
above last year’s mark, this index attained a level 
of 104.4. Housefurnishings and equipment costs 
were up for the second consecutive month but were 
still 0.6% below the yearly high achieved in April, 
1954, when the index for this category was 99.0. 

After increasing last month for the first time in 
eight months, apparel prices were unchanged be- 
tween March and April. Chicago, up 0.3%, had the 
largest monthly gain, while four cities were under 
last month’s level and New York was unchanged. 
The apparel indexes for the ten cities were very 
similar in magnitude, with a 2.4% spread separating 
the low of 97.5 in Boston and the high of 99.8 in 
Detroit. 

Transportation costs remained the same over the 
month. Birmingham showed the only significant 
change, a rise of 4.3%, resulting mainly from a rise in 
gasoline prices. 


SUNDRIES COSTS HIGHER 


Sundries, which had maintained a constant level 
over the past four months, advanced 0.2% since 
March and has risen 0.6% over the past twelve- 
month period. The monthly increase was attributable 
to higher medical care costs and movie admission 
charges, which more than countered fractional reduc- 
tions in drug prices. 
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Of the ten surveyed cities, four showed increases 
in their all-items indexes between March and April. 
Birmingham, with a 1.0% change, had the largest 
gain, while Boston and Detroit were 0.2% below last 
month. Four of the cities, Denver, Los Angeles, New 
York and Philadelphia, were unchanged. 

Over the year, four of the cities, headed by Chicago 
(up 1.0%), were above their April, 1954, levels. 
Philadelphia, with a decrease of 0.5%, was first among 
the five cities with declines. Denver, with an all- 
items index of 100.6, showed no change. 

Motion picture admission charges have risen nearly 
50% in the past decade. The accompanying illustra- 
tion depicts the changes that took place before 1950, 
and those which occurred after that date. The ten- 
city average indicates that there was an 18% rise 
between 1945 and 1950, with a slightly higher increase 
(21%) recorded between 1950 and the current date. 

Five of the ten cities surveyed had larger advances 
during the first five years, while the remaining cities 
had greater rises during the second half of the period 
under study. Philadelphia and Chicago, with 29% 
and 28% increases respectively, evidenced the larg- 
est changes between 1945-1950. Indianapolis and Los 
Angeles, on the other hand, were only 9% and 10% 
higher, respectively, for the five-year interval. 

During the past five years, New York has been 
leading the trend toward higher movie admission 
prices, with a 33% gain. Boston and Indianapolis, 
with 29% increases, are not far behind. The cities 
exhibiting the smallest changes during this interval 
are Denver, with a 4% gain, and Los Angeles, with a 
5% rise. 

Over the entire ten-year period, Philadelphia, New 
York, and Boston, in that order, have gone up more 
than 50% in their movie entrance fees. Los Angeles 
remains below the other cities, having shown only a 
15% increase during that span of time. 

It should be noted that changes in local, state 
and federal taxes, which affected price movements of 
motion pictures, have been considered as_ price 
changes. On the other hand, admission prices to 
theaters using the new projection and photographic 
techniques (Cinerama, Cinemascope, etc.) are not in- 
cluded in this analysis. 

Hersert WEINBERGER 
Statistical Division 


Our Needy Aged—A California study of a national 
problem. A study financed by the Haynes Foundation 
and jointly produced by a six-man research team com- 
posed of the Pomona College social science faculty. It 
deals intensively with old-age assistance in California, 
and broadly compares the California program with other 
states—Henry Holt and Company, New York, 1954. 
432 pp. $6.00. 


Executives in 


Survey of Business Practices 
report that: 


“G-AND-A” EXPENSES KEEP PACE WITH SALES 


risen right along with sales during the past five 
years, according to the 149 companies cooperat- 

ing in this month’s survey of business experience. 
In spite of strenuous efforts to reduce these over- 
head items, in only about one tenth of the reported 
cases is the G-and-A-to-sales ratio lower than it was 
in 1950. In more than half the companies, the rise in 
general and administrative expense has been directly 
proportional to the rise in sales, while in a third ‘it 
has risen faster than the sales curve. However, a 
substantial number of companies report that they 
expect to reverse this trend in 1955, either through 
curbing G-and-A expenses or experiencing a rise in 
sales that will outrun overhead costs. See table 1 for 
a summary of the experience and expectations of co- 
operating companies’ G-and-A-expense-to-sales ratios. 


FACTORS CONTRIBUTING TO RISE 


Several executives indicate that “our sales have in- 
creased to the point where the general-and-adminis- 
trative-expense-to-sales ratio might be expected to 
decline. However, because of an increase in overhead, 
the ratio continues to show no significant change.” 
Increases in the following factors are largely respon- 
sible for the rise in dollar outlay for general and 
administrative expenses: 


Che: and administrative expenses have 


© Fringe benefits 
® Staff work 

© Company size 

© Executive salaries 

® Company contributions 
Fringe Benefits 


Approximately one third of the companies which 
volunteer explanations of the rise in their adminis- 
trative costs refer to an increase in fringe benefits 
for administrative personnel. Most frequently, these 
relate to pension plans and group insurance, although 
there are a few instances in which profit-sharing plans 
are mentioned. 

Pension plans for administrative personnel have 
been introduced in some companies and liberalized 
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in others during the five-year period under review. 
And many cooperating companies report that they 
are now assuming a greater proportion of the pay- 
ments for group insurance than was the practice in 
the past. 


Increased Staff Load 


Expansion in staff operations, including the addi- 
tion of new departments, is another factor which in- 
creases general-and-administrative expense in some 
companies. Several executives tell of channeling more 
funds into research and development. A few others 
speak of a growth in the number of projects under- 
taken by personnel departments. Among these are 
the inauguration of a company magazine, scholarship 
awards, suggestion systems and increased recreational 
facilities. And a few companies are supplementing 
their own staff work with outside services to a greater 
degree, thereby further increasing the burden by 
“heavier professional fees.” 


Company Size 


In some instances, expansion or reorganization of 
company operations has also added to headquarters 
costs. For example, several executives report that 
their companies have added or formed subsidiary or- 
ganizations, thereby adding heavily to administrative 
expense. Others state that reorganization on a staff- 
line basis has increased the burden at the administra- 
tive level. 


Combination of Factors 


Generally, increased administrative costs are at- 
tributable to a combination of factors rather than to 
any single item. For example, a manufacturer of 
paper products reports that its rise in the ratio of 
administrative expenses to sales over the past five 
years is owing to “larger contributions to the adminis- 
trative pension fund, higher rents, larger contributions 
to our company-sponsored foundation, and a higher 
level of salaries in the latter years.” Similarly, a pro- 
ducer of electrical machinery states that “our change 
is largely identified with increased salary costs, some 
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of which represents personnel added to the staff. 
Following closely behind are additional employee 
benefits. Rent and miscellaneous supplies have also 
accounted for some small increases.” 


CONTROLLING COSTS 


As table 2 shows, in the average company cooperat- 
ing in this survey, general and administrative expenses 
amounted to more than 5% of sales in 1954. To 
reduce this figure, executives report the use of a 
variety of controls. 


Defining the Expenses 


The most common method of controlling the 
amount of G-and-A expense is to define those items 
which are permitted to appear under that account. 
There is general agreement among cooperating com- 
panies concerning the areas which make up general 
and administrative expenses. 

By far the greatest number of companies arrive at 
their total figure by a process of elimination. If an 
expense cannot be charged directly either to selling 
or manufacturing, it is then usually regarded as gen- 
eral or administrative. 

Typically, a chemical producer reports: 


“Expenses that cannot be clearly established as” pro- 
duction, selling or delivery expense, as well as those ex- 
penses which can be identified with the administrative 
functions, are included under the classification of ‘general 
and administrative expense.” 


Other companies describing their criteria for clas- 
sifying an item as G-and-A emphasize that they con- 
sider who is expected to benefit from the expendi- 
tures. In the words of a nonferrous metals producer: 
“If the fabricating unit benefits directly, the item is 
charged to it as a manufacturing cost. However, if 
the benefit is on a general or company-wide basis, it 
is charged to general and administrative expense.” 
In the instance of an electric machinery producer: 
“General and administrative expenses are of a nature 
that are for the general management and welfare of 
the whole corporation.” 

The controller of an industrial machinery manufac- 
turer reports that his company considers five factors 
in determining whether an item should be charged 
to G and A: 


“1. How frequently does the expense occur and what is 

the amount involved ? 

2. Is the administrative function or an operating depart- 
ment responsible for the expense ? 

3. Does the administrative function or an operating de- 
partment benefit by the expense ? 

4. Is the expense due to an additional or a new ad- 
ministrative function or operating department ? 


5. Does the classification of the expense as administrative 
facilitate expense control ?” 
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One company reports that an item is considered 
G and A if its activity is completely independent of 
levels of sales. As an executive of this nonferrous 
metals producer writes: 


“Tt is the practice of this company to classify an expense 
as general and administrative if it is likely to be stable‘for 
the duration of the accounting period regardless of fluc- 
tuations in sales.” 


Finally, a hardware manufacturer states his com- 
pany’s philosophy succinctly as follows: “General and 
administrative expenses are those which are reasoned 
out to be costs of ‘doing business’ or ‘staying in busi- 
ness.” ” 

The items most commonly appearing as general 
and administrative expenses are shown in the box 
below. 

There is little uniformity with respect to the prac- 
tice of accounting for the following expenses: re- 
search and development, engineering, interest on 
capital and reserve for bad debts. These items appear 
to be included in general and administrative expenses 
as frequently as they are excluded. 

Although it is unusual to find selling and distribu- 
tion expenses lumped with general and administrative 
charges, there are a few instances in which this prac- 
tice is followed. In one instance, “the salaries of the 
executives who supervise functions of all sales divi- 
sions, the cost of the people in their departments, 
and the space are charged to general administrative 
expense.” In explaining the reasoning behind the 


Most Common General and Administrative Expenses 


® Salaries, travel and other expenses of company 
officers, executives, and personnel other than those 
connected with manufacturing and sales; 

® Pension and group insurance (usually for all per- 
sonnel) and the cost of incentive plans; 

© All general office expenses and charges in connec- 
tion with the operation of auxiliary or service depart- 
ments such as industrial relations, finance and account- 
ing, public relations, legal, purchasing, tax, traffic, and 
the like; 

® The cost of outside professional services; 

© Taxes, including real and personal property taxes 
and franchise taxes but not federal income taxes; 

® Contributions (including the cost of operating the 
company’s charitable foundation) and membership 
dues; 

® Maintenance and depreciation of headquarters 
buildings and grounds; 

© Expenses of a general corporate nature such as 
directors’ fees, outside auditing fees, registrar and trans- 
fer agent expense, communications to stockholders and 
bondholders, and the like. 


General and Administrative Expenses 
% of Sales Dollar Expense Ratios % of SalesfDollar Expense Ratios 
Companies S| Companies 
. Est. In Past | In Past 
ee: fo Mea are 1006 1955 Year 5 Years 
Mera. InpvustRIes CO ncteapasit hoists Ra Rett Oe ee 36 2.3 | same | same 
Automobiles and equipment Dy iis esiccle ve espe, 21 3gsi8 aim ce ieey seis 6.0 |< 5.0 up up 
‘Anwnes wien ¢ . a A 8.0 8.0 | down | same de ae AMM a ame trite fo wanes 12.0 | 12.0 | same up 
Pe Dimas TRE Ca ieee 8.15} 7.0 up down 1 GAS, 3 SORE B.S AEN Shook, 8505) Vin nt. n.9. 
OPA REE es bice rao Sia Liae 5.9 5.1 | down | same Nonferrous metals 
Pe cL haere e 3.2 3.21 same | same Athi a ahettes Os ne ne Hier 1.8 1.8 | same | same 
I etna he ete see cp ree sole ee 12.5 | 11.0] same | same Bo... e eee ee tee eee ee eee 1.8 1.6 | same | same 
FO e ede WME See D 2.69| 2.01) ner. mor. Ce aa ee are pare sre oie sree tattorne 558] GO ymser. NP. 
CEA oe ie ae 2's hy, ems 166» 48h ap up D...... tence eee eee erence es 7.6) 7.5] up up 
REP Ree te tiie ce cr tee $.4/< 3.4] up up Office equipment 
Electrical appliances and supplies Ailes Sty ocho bie wisls ttn Bae ts 7.6 7.6 | same | same 
] ETE ey Chon ee 4.0 3.5 | down up Pyovede crete eetc uote ots aoe thee dees 6.4 6.2) wre, same 
rie tives nt es op eben 8.3 |6.0-8.0| up up Cones eu aa ters seve eae ees $.1 2.6 | same | same 
(hs  OSSNAL RTnOD Sytire ais okie. 6.5 6.5 up same Doo. e cece eee cee eee eee eens 5.2 4.4) up m7. 
Tete ee, ea el eo eee 2.32| 2.27] up up Fitebls AV teen Nahe) eset age 4.0 4.0} nr. up 
Bl eae te cakiehees fc Seems < 2.0 |< 2.0 | same | same | Cenc 6.2 7.5) mer up 
Electrical machinery Railroad equipment 
AN AO RPE Noes Bae. ck eee 3.45]  3.'75) same up ): nen 3.0 4.0) mr, nT 
B oat RR OES Oe SE ee ek OS, 8.9 7.5 up down B Sine cies ape elein olepetesatevaiia is eee elelpue 13.4 13.4 up nT. 
CR er th, BA roo as 4.1 4.0 | same | same Steel 
Dente ee ERE Ree 6.0 6.0 | same up AL Ric os sete onde phe suetevelns shale tate 5.32) 5.0] same | same 
Rive es al eons car ad to ee Slee ae 1.371 2.07] same up Biases hapes j alaetigar. ane piles 3.1 3.0 | same | same 
gre Ste eae oe Le Ate 4.0 | same up Ce aela asic lata wae S eee Syn es eis 1.8 1.6 | same | same 
CRAP i Pees Pale 3.69] 3.69] nmr. | mr. Dio eee eee eee eee eee nees 1.81) 1.81) same | same 
Foundries Dro Ne te aislows aa vis oie Soinaiseiens steve nT. nt. nr. nT. 
A se age een Let, Ser eeee ee ee, 5.9 n.t. up same F wale latetatavininials-coilujinialiosabiaiieie jaiaieits)ts 1.98 2.01 n.?. 1.T.. 
soe eae se ee 13.0] 10.0] mr. | ner. Gee eeee eee eee eee eens 2.6 | %.5 | same.| same 
CULO A CEN t.  F 8.71< 8.7 up same tae ep epenrctcsia tars ape aera eah 9.3 2.1] same | same 
RO eer en te 14.0] 14.0] up up Miscellaneous metals 
i LAER ENT AS Ie Tay EOE) 8.3] 5.0] up nf. Aue eee eee e eee tect ee eee es 6.5/ 5.5) up | same 
ORAS dicts re Ssenaug b Tees ats fare Eee 7.0 7.0 | same | same Bo... eee eee eee etna 5.1 5.1 | mr. | down 
Hardware Caras talons <b eee a aia 4.7 |> 4.7 | same nr. 
VUES ETAL iein, Uni DINER per gS 8.0 8.0 up up DY oeeletisln witty eishostabere abecateheie 5.21) 5.21| m.r. nr. 
Bas i ae ike ate 9.5 |< 9.5 up down Beja ous as pecgutttn siphon dnreiews ott 4.8 5.0 | same | same 
\ Oe aes Hay ceaeaphe ss: 5.3 5.5 | same | same es settee eee e cette reese eeces oe down | 2.7. 
j an hests\ ct se | cae i eee | ee Fe ee ee me Sorell MSs neo cwpne cic fay Coe : i up up 
aire me is ay ae ot Lew 5.1 5.2 up up lates a cee Coen eT oaeoe 4.2 3.9 | down | down 
Bak Eee on | Cee Q.4 2.8 up up bgt et CR atts SNS REI MIS 5.1 5.1] same | same 
ewe WE DPS 7 Taner 5.8| 8.0] mr. | mer. ne 4.68) 5.0] up up 
PRR EE Ghaleotseec cei 3.62! 3.5 | down | down 
Industrial machinery—general 
ATURE Gis seis Rene cde nail eee 5.85 5.18} down | down NonMEtAL InpusTRIES 
Buses cdheak oahator :<hiohinamery 3.9 4.4 | same | same Building materials and supplies 
\Oeeiiis 1 ahs Dia Arie iS aire 55. 8.0 8.0 | same | same | ee ne eee en ie 7.0 up up 
De Aaa ss ops bds «aoe os wheats 4.4 4.3 | same up i 8 al ie NS ar ih a ONE, lea 2.9 2.5 | same nT. 
BEM oleae tad aad fae See 5.41} 5.39} same up Can ctlaks cotaste tae take as 6.08 6.0 | same | same 
Reise sateen sree cae ee oe 3.7 3.7 | nr. | down Die lscdtitech aR es 10.5 | 10.0} same nr. 
Gate cateas Desir dktete oe ee ntole 3.99} 3.99} up up Chemicals 
EL PAS oc aan ester chee ay eae 6.3 7.1 | same | same NAS drei sysie sero aude ouatenaiedars. eevee aeaneta 4.1 4.1 | same | same 
Pohitacteus aeet oa. mvt sahara 6.0 6.0 | same | same BGQae . SM: alte taeiecereet tes AGM reer. up up 
Industrial machinery—specialized Gh ndek ada odie aioe ae 3.8 3.2 | same | same 
Als can pe Seek aia a's soe Salayaylee 5.5 CON Mee nr. {DRS SOOM Gonna 5 or 1.9 1.9 | same | same 
Boast snen. ete ast tion cuee 4.2 5.8 | mr. Ths res riet iene es cates tah oteagitemeustedend 2.5 2.6 | same | same 
| OIIE See Geen (> oh Se a aaa oe Sai 1.8 | same | same BRibge Roce Behera es eee nr. nr, | down | nr. 
DD). 5 3is'syei9 ok AIOE. Sector 1.4 1.25} up up Gis SecicGhe Sarieecseeee a 5.9 5.5 up same 
NER SAPS ge AsV ot eee AS. 8.0 |< 8.0 up up PR adccsis sl chelates ieettaherete sels eens 4.52} 4.52) same | same 
Se ge tee hs ha Peal eae gt Sh A 4.33 ‘0° ) Samer} same ly Ks ce eaerees ie sepeteareeeeria tape 13.0 | 13.0] same | same 
Eaters Ao Wal es PR Be Sap 5 22.5 | 22.5 | same | same A ae ets CL URC eee oR AUS am oer 6.7 6.5 | same | same 
TET igi d, cpasrecgiatcls, Shaki oR, a ala del eee tas 7:3 7.3 | same | same MAS esis See es aed cashes sad atotegermeets pod 8.15) 8.15} same | same 
DL ghee gies 32k Seka do nat wae 1.6 1.8 up up oso s ddeagids cieateene ssa a melee 6.0 4.75| same | same 
Soe Stee nisi tach iow AraC ee 2.9 2.9 | same | same Food 
Re ay ie baw ok ooh a Rael Se ete 6.8 7.4 | same | same DAL rata st also lcpetayet> aaeier tere. peo heb 4.0 4.0 up up 
Instruments, controls Bes woe Jee Coen eee toe 1.73) 1.73] same up 
Ne Ree ech 2 ae ee aimee ns hf 6.1 6.1 up down Ciera sige FOE Rae he 2.75]. 2.75) down | down 
Beanies Sella ths ie/nivuvaneeustt are nf. nr. same | down DSSS el es BEE Cen eee 2.0 2.0 | same | same 
Casta as hidies Ae tek drube 8.138} 7.01} down | nr. een citon suey oe no eRe 44 4.4 | same up 
ee Sets St cents Shed ous fh tie Bead 8.3 8.5 | same | same | ACRE ae Tat eRe Aro ap, 1.0 1.0 | same | same 
ee Reine Rs foor k's fava oetees 10.0 | 10.0 | same |} same Gia eae, coos oe ccngeiaeas ¢ 1.98 2.0 up up 
Machine tools Hes Hauer ene een senor nr. n7. nr. nr. 
AGS Meno cer Rie Rare yee ts Biden 2.9) mr nt mae) |. here NAAN, eer meee pee 2.58 | 2.55 | same | down 
1 fakes ie crete in ee ae 11.4 |<11.4 | mr i oes aa i OTS oe AS Rae aod 3.345] 3.345! same up 
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General and Administrative Expense—Continued 


% of Sales Dollar 


Expense Ratios 


Companies 


Est. In Past | In Past 
see 1955 Year 5 Years 


NonMetat Inpustrrirs—Cont’d 


Leather and products 
I Rg eR OT eae 2.5 |2.8-3.0 | same up 
133 ip axgot cast te ta eae, oan ahd Ons 9.5 up up 
CRP. Ee a aR 3.48] 3.25) same | same 
LO) SEU Msc ots 6 ee ec ae Ob ee 1.8 1.8 | same up 
js) Sa a a ee eS 10.0 10.0 nT. same 

Mining and quarrying 
(Ameai ? Seu) contest 3.8 3.8 | same | same 
1d SOB, SS ee ate 4.0 4.0 | same | down 
(Oe ok ee ce NaN De Ame Pe 8.0 8.0 up same 
1h). ene VES Me ae ener 5.41} 5.50) same | same 

Paper and products 
Joleen SP 2.09 2.0 | same | same 
ee eee Od Meee 2.3 | mr. | same up 
CR th 8 0s foodies, Ss oe 3.29} 3.29) same | same 
IDE Foe. Lee ey ee ee Oy 6.9 7.0 | same | same 
1 Digi Sancta hie; ele WN bee <8 eae ea ia 6.1 6.1 | same | same 
| id iach Scar PARSE, CoCr ene a 5.49} 5.46] same up 
Creer Sere es sick ws emcd 3.49| 3.48] same up 


> is slightly greater than 
< is slightly less than 


procedure of charging salaries of sales executives to 
administrative costs, a chemical producer says: 


“We are of the opinion that the salary of the sales execu- 
tive should go to general administrative expense since he 
sits on several top management committees and therefore 
aids in the general planning and administration of com- 
pany operations.” 


Budgetary Control 


Budgetary control is another technique that is 
used to keep G-and-A expenses in line. Several com- 
panies report that through careful budgeting they are 
able to assign proper responsibility for expenses which 
might otherwise appear as administrative accounts. 
The controller of an office equipment manufacturer 
writes: 


“Our general and administrative expenses are subject to 
the company’s intensive plan of budgetary control, and our 
experience in recent years in reducing the ratio of such 
expenses to sales has been most encouraging.” 


“ALLOCATION OF EXPENSES 


There is a basic difference of opinion among report- 
ing companies as to the value of allocating general 
and administrative expenses. Of course, in one-plant 
companies, or companies with only one major product 
line, allocation would become academic. As a miscel- 
laneous metals producer points out: 


“We do not allocate, since one our divisions provides 
the bulk of our sales and we consider it our main operating 
unit. It would have the bulk of our administrative expense 
regardless of our other divisions and if we were to prorate 
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% of Sales Dollar 


Expense Ratios 


Companies 
In Past | In Past 
Year 5 Years 
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expenses the results would not be significantly different 
from the way we do it now.” 


But it is among multiplant and multiproduct or- 
ganizations that the difference of opinion exists. And 
each group points to advantages in its stand. 


Advocate Allocating Expenses 


The dominant reason for allocating general and 
administrative costs is management’s desire to meas- 
ure the contribution of each product class or unit to 
the company’s net operating profit. The following 
statement of a producer of electrical machinery is 
typical: 


“The reasoning behind allocation is an attempt to pro- 
vide us with a more reasonable picture of the net operating 
profit, before taxes, of our operating units as if they were 
separate entities, rather than to view their results by 
mentally adding a portion of the general and administrative 
expenses which might be allocated to each department. 
While these expenses cannot be scientifically distributed, 
at least our evaluations are based on a measure of 
consistency.” 


Another reason often cited for distributing general 
and administrative expenses is the need for develop- 
ing costs accurately. Many executives contend that 
it is possible to develop realistic selling prices only 
through allocation. According to an automotive and 
equipment manufacturer, “selling prices anticipate 
administrative expenses”; and a chemical producer is 
emphatic that “the results of operations should re- 
flect all applicable expenses.” 

There are a few other companies which justify 
their practice of charging units with all administra- 
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tive costs by stressing the value of the services pro- 
vided to the operating units. It is the opinion of a 
food products company, “the home office is perform- 
ing a function that the field operation would have to 
perform for itself if it were a separate unit and un- 
affiliated with what might be termed the parent com- 
pany.” 

A few companies indicate that allocation is more 
or less mandatory, since it is necessary to support 
costs in connection with government contracts. . 

Sometimes companies which allocate make excep- 
tions with respect to particular costs. A typical ex- 
ample is the case of a food company whose practice 
is as follows: 


“Our headquarters charges are divided into two cate- 
gories, those arising because of specific services rendered 
to the operating divisions and those inherent in the form 
of corporate organization we have adopted. Since the 
latter class of expense is in no way controllable by the 
operating division itself, no attempt is made to charge 
these expenses to the operating divisions. All staff and 
service work for the decentralized units, is, however, charged 
to them directly.” 


An executive from this company concludes that 
“behind this method of distributing headquarters ex- 
pense is a belief that it promotes better acceptance 
by the operating divisions of the validity of the 
charges. made to them.” 

Even among companies which do not allocate, there 
is a group of organizations which follow a practice of 
“allocating statistically.” Thus, even though expenses 
are not charged to operating units, records are avail- 
able for ascertaining total costs and can be used 
for setting prices. With a producer of automobiles and 
equipment it is the practice of the finance department 
“to inform the various divisions at intervals of the 
relationship of this class of expense to sales so that 
provision may be made therefore in setting selling 
prices for products.” 


Types of Allocation 


Companies which allocate general and administra- 
tive expenses distribute the costs usually in one of 
two ways. The expenses are charged either to a divi- 
sion, plant, or other operating unit, or to a specific 


product or group of products. Some companies run 
annual surveys to determine the amount of time and 
money spent by each administrative department on 
the various product lines or plants or divisions. 


By Operating Unit 


When G-and-A expenses are allocated to operating 
units, investment, number of employees, services 
rendered and sales quotas are the bases for distribu- 
tion most commonly used. And generally, more than 
one factor is considered in allocation of costs. A 
chemical executive reports, typically: 


“We allocate general and administrative expenses to our 
operating units according to several factors. The great 
bulk of the expense is allocated on the basis of sales quotas. 
But research expenses are allocated to the divisions accord- 
ing to the time sheets kept by the research personnel. 
These sheets are analyzed to determine the total time spent 
on individual problems, thereby giving us our charge for 
the proper division.” 


And another executive writes: 


“Costs for services performed for over-all company bene- 
fit are allocated pro rata to total gross investment (current 
assets plus plants and properties) of each operating depart- 
ment. The cost of services performed directly for specific 
operating departments is charged on the basis of work 
measurements, such as time records, number of papers 
handled or specific expenses.” 


In some cases, expenses are allocated to the divi- 
sions and to each plant in the division. In others, 
however, distribution of expenses does not go beyond 
the divisional level: 


“General and administrative expenses are allocated to 
the operating divisions. These expenses are not, however, 
allocated to the operating departments within each divi- 
sion. Our reason for this practice is that each division 
should carry its fair portion of the total general and ad- 
ministrative expense, but that there exists no feasible 
method of further allocating such expense to the depart- 
ments which would result in an equitable and defensible 
allocation.” 


By Product 


Allocation of overhead expenses according to prod- 
uct is derived from the number of units sold, from the 
value of the unit, and, as in the case of allocation by 
division or plant, from sales quotas. And here again, 
the determination is frequently based on a combina- 
tion of factors. As a foundry executive reports: 
“We allocate our expenses to the various products on 
a basis of both the number of units sold and total 
sales value.” 


Oppose Allocation 


The principal opposition to allocating administra- 
tive expenditures stems from the fact that “it is 


BUSINESS RECORD 


arbitrary to a large degree.” A chemical company 
executive is of the opinion that “it is arbitrary to the 
extent of being more misleading than informative” 
and a paper products producer is convinced that 
“custom rather than logical reasoning is the prime 
determinant of any allocation scheme.” A manu- 
facturer of automobiles and equipment explains forth- 
rightly: “Our reason in the first place for classifying 
expenses as general and administrative is that we can- 
not readily classify them except as charges against 
the business as a whole.” 

Another group which is set against allocation feels 
strongly that units and individuals should be held 
accountable only for items of cost under their con- 
trol. Most who advocate this theory do so because 
of the conviction that in this way better cooperation 
in controlling costs is obtained. And a paper com- 
pany executive feels that “from a cost control angle 
we believe that it is better to keep all general ex- 
penses in one series of accounts.” 

Several executives are of the opinion that the ad- 
vantages accruing from allocation are not worth the 
time and effort involved. A leather producer also 
feels that allocation would “increase inventory values,” 
whereas a chemical producer finds that his cost and 
accounting procedures are not detailed enough to 
permit allocating. 


IN SUMMARY 


The attitude of cooperating companies towards 
general and administrative expenses is perhaps best 
summarized by the president of a company manufac- 
ing heating and plumbing equipment, who writes: 


BUSINESS 


General 


Roy L. Reierson, vice-president and economist, Bankers 
Trust Company (in an address before the National Federation 
‘of Financial Analysts’ Societies, May 9)—“It is evident that 
the current rate of business activity rests on a fairly substan- 
tial foundation and is likely to be well sustained for some time 
ahead. Underlying trends are still strong, and the economy 
appears well on its way to new peaks of industrial production 
and gross national product. However, it is doubtful whether 
expansion can persist much longer without greater signs of 
stress beginning to appear. ‘The slack remaining in the 
economy has been significantly reduced, and this suggests 
that the pace of expansion is likely to slow down in the months 
ahead.... 

“Opinions of economists regarding the second half of 1955 
are largely divided between those who expect some further 
rise in business activity and output by the end of the year, 
and those who foresee a leveling off, with perhaps some easing 
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“There has been a slight but steady increase in 
the ratio of administrative expense to sales over the 
past five years. The reason we must apply, to be 
perfectly candid with ourselves, is that we are more 
efficient and progressive as manufacturers than we 
are as administrators. We constantly improve our 
performance in the former, and show less improve- 
ment in the latter. Hence, the increase in the 
administrative ratio. 

“To some extent, we may say that the constant 
demands put on us for statistical data is a factor in 
the increase, but for every excuse offered in this 
category we could point to several added cost 
factors in manufacturing that were successfully 
offset by better methods, better facilities and other 
advances. 

“Everyone agrees on the need for training to make 
better shop supervisors; but almost everyone seems 
to think that efficient office supervisors are born 
that way and not made. We recognize the need for 
constant analysis and improvement of every oper- 
ation in production. But we seem to think that 
stenographers and clerks are endowed by the 
Almighty with perfect loyalty, ability to plan their 
work, and a perfect sense of values. I will concede 
that when someone comes along with a piece of 
machinery to expedite clerical work, we buy it. But 
what about wasted time and motion? what about 
unnecessary functions? and what about better co- 
ordination of departments?” 


G. Cuark THomMpPpson 
Joun H. Watson, III 


Division of Business Practices 


FORECASTS 


developing in the last few months of the year. The shades 
of difference, however, are relatively small, and the con- 
troversy is more apparent than real. By and large, the eco- 
nomic forecasters are in general agreement that business will 
be brisk and active throughout the balance of 1955. 


“ee 


. a reasonable estimate for the 1955 gross national 
product might be around $375 billion, which would be some 
3% higher than the $365 billion achieved in the previous 
peak year of 1953, and about 5% above 1954.” 


First National City Bank, Monthly Letter on Business and 
Economic Conditions (May)—‘‘With recovery to previous 
peaks accomplished, the problem now is to achieve long-term, 
self-sustaining growth. The fact that automobile sales cur- 
rently are breaking records does not remove the probability 
that passenger-car production in the second half of 1955 will 
fall 30% to 40% below the present annual rate. Steel mills 
are operating only a shade below the all-time record, and are 


(Continued on page 232) 


A LONGER LOOK AT DIFFUSION ANALYSIS 


Its forecasting record—over twenty-five years and 
five business cycles 


ment has displayed a new buoyancy. The 

tentative tone of comment about economic re- 
vival that prevailed at the beginning of the year 
has yielded to a much more confident appraisal of 
current trends. 

This striking change in tone took place as the 
broad base of business recovery emerged more and 
more clearly. So long as evidence of recovery was 
limited to the boom in construction activity and the 
hectic pace of automobile assembly, there was con- 
siderable hesitancy about how far and how long the 
revival could proceed. Recent developments, how- 
ever, give the appearance of a full-fledged business 
expansion. 

Production has turned up in an increasing number 
of industries. Employment has begun to rise. With 
the lengthening of the workweek and reemployment 
of production workers, incomes have gone up—and 
a record volume of retail sales is being rung up. New 
orders of manufacturers have responded to the re- 
covery in trade—and inventory rebuilding is under 
way. Finally, the resurgence of activity, and re- 
newed confidence in its staying power, has induced 
business firms to revise upward their own plans for 
capital outlays on new plant and equipment. 

This broadening out, or diffusion, of favorable signs 
has given the economic outlook a new perspective. 
It is not only that business activity currently is boom- 
ing. More significant to the firming of business 
confidence in the outlook is a conviction that the 
broad scope of the boom—the preponderance of ris- 
ing trends among economic indicators—provides as- 
surance of further expansion for the economy as a 
whole. Before a downturn can take place, this pre- 
ponderance of rising trends must yield here and there, 
and with increasing frequency, to declines among 
business indicators. 


AMPLITUDE AND TIMING 


Business cycle studies at the National Bureau of 
Economic Research have suggested that there is 
just such a relationship! between the breadth, or 


1See Arthur F. Burns, ““New Facts on Business Cycles,” in “The 
Frontiers of Economic Knowledge,” 1954, pp. 113-14, 131. 


| Bare THE PAST several months, business senti- 


scope, of a business expansion (or contraction) ana 
its amplitude and duration. Typically, revival is 
limited to a relatively small part of the economy dur- 
ing the early stages of a business expansion. As re- 
vival becomes more widely diffused, the expansion 
takes on vigor. The expansion may continue, although 
its vigor will abate, as downturns begin to appear in 
certain areas of the economy. If weaknesses become 
widespread, then business activity will peak out, and 
a business contraction will begin. The pattern of 
contraction then repeats the pattern of expansion: 
it becomes more severe as declines are diffused through 
the economy; it begins to level off as upturns appear; 
and turns into revival when they appear with suffi- 
cient frequency. 

In an earlier article} Tat ConrerENce Boarp ex- 
plored this tendency of cyclical diffusion to fore- 
shadow the amplitude and duration of business fluc- 
tuations. Twelve statistical indicators were selected, 
on the basis of their economic importance and their 
conformity to business cycles. A measure of diffusion 
was constructed around them by computing, for each 
month from 1947 to 1954, the average number of 
months that the group as a whole had been expand- 
ing (or contracting) .? 


THE CURRENT RECORD 


Over the course of the recent recession, the move- 
ments of this group of indicators provided a fairly 
accurate preview of business trends (see chart). 
Among the twelve indicators, uptrends were most 
widespread in November, 1952, when their average 
duration of expansion reached 1.92 months. (Many of 
the series were recovering from temporary lows asso- 
ciated with the steel strike in mid-1952). For the 
next six months—while the business expansion was 
still under way—the average duration of expansion 

1 “Cyclical Diffusion: A New Tool for Studying Business Trends,” 
The Business Record, June, 1954, pp. 227-33. 

®The twelve series are residential and nonresidential construction 
contract awards, new orders for manufacturers’ durable goods, aver- 
age weekly hours in durables and in nondurables manufacturing, 
steel ingot production, paper and allied products production, textile- 
mill products production, freight carloadings, sensitive commodity 
prices, industrial stock prices, and business failures. A detailed 
description of the technique for measuring diffusion and of the be- 


havior of the diffusion index during the postwar period is presented 
in the article cited above. 
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NOTE: This article is addressed primarily to business 
analysts who are concerned with the identification of cur- 
rent business trends. It is based on material from a forth- 
coming Technical Paper which will treat more fully the 
measurement and interpretation of statistical diffusion. 


moved downward as declines appeared with increas- 
ing frequency among the indicators. 

By June, 1953, two months before the business re- 
cession took hold, declines outweighed increases 
among the statistical indicators, and the average 
duration of expansion turned into an average con- 
traction (—1.17 months). During the next six months, 
declines became more numerous and persistent. By 
December, 1953, the indicators showed an average 
duration of contraction of —3.58 months. 

This was to be the low point of the diffusion index. 
From January, 1954, signs of recovery began to 
appear among the twelve indicators; by April, the 
number of increases and their duration had almost 
offset continued declines. On the basis of this evi- 
dence, the earlier article concluded that “neither the 
magnitude nor duration of the 1953 decline (in the 
diffusion index) would seem to suggest a severe con- 
traction in the making. And the recent upturn is 
compatible with either a leveling off of the current 
business decline or an incipient revival.’’? 

By last June, three months before the upturn in 
general business activity, the indicator group was 
more heavily weighted with expanding series than 
contracting series, and the average duration of ex- 
pansion read 0.42 months. The rising trend persisted 
in subsequent months. In October, as evidence of a 
business revival began to emerge, the average duration 
of expansion reached 2.25 months. In February, 
1955, it reached 4.42 months—and the “diffusion 
index showed the business revival broadening out to 
the proportions of a business expansion. All twelve 
statistical indicators were in a rising trend—for the 
first time since July, 1950.” 

The diffusion index continues to record widespread 
improvement among the indicators. Although non- 
residential construction contracts and sensitive com- 
modity prices turned downward in March and April, 
gains among the other series held the average duration 
of expansion above 4.00 months. And buoyed by 
the persistent advances, the curve of business activity 
has returned to its mid-1953 level. 


HOW ACCURATE? 


Despite the impressive performance of the diffusion 
index in foreshadowing business trends over the past 
two years, its usefulness and its limitations can 
hardly be established on the basis of so brief an ex- 


1The Business Record, June, 1954, p. 233. 
2The Business Record, April, 1955, p. 123. 
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perience. Behavior of the statistical indicators, 
themselves, would in any case be of importance for 
business analysis because of their broad and signifi- 
cant coverage of economic affairs. Whether measure- 
ment of diffusion among the indicators provides a 
meaningful summary of their behavior is the key 
question. .The answer depends upon the reliability 
and definiteness with which such a measure of diffu- 
sion forecasts the timing and amplitude of cyclical 
fluctuations. . 

Reliability of the diffusion index would be deter- 
mined, positively, by the consistency with which it 
predicts actual business cycle peaks and troughs; and, 
negatively, by the frequency with which it also 
predicts cyclical turning points which prove to be 
abortive. From a practical standpoint, the latter 
test is apt to be the more significant. For the price 
of planning futilely for a reversal in business condi- 
tions can be as costly as failure to anticipate a re- 
versal until it becomes obvious. 

The group of statistical indicators consists of an- 
ticipatory series (construction contract awards and 
manufacturers’ new orders), series which tend to 
lead the main stream of business activity (industrial 
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stock prices, hours of work in manufacturing indus- 
tries and business failures), and series which respond 
quickly to changes in business conditions (steel, tex- 
tiles, and paper production, freight carloadings, and 
sensitive commodity prices). It would therefore be 
reasonable to expect that major swings in business 
will be impressed quickly and progressively upon 
them. It is less obvious, however, that movements 
among the indicators must unerringly foreshadow 
cycles in business activity. 


THE INTERWAR YEARS 


The definiteness with which the diffusion index 
can be interpreted depends on how readily discernible 
its own fluctuations are, and the regularity with 
which its fluctuations lead fluctuations in general 
business activity. If movements in the diffusion index 
are highly erratic, then their interpretation becomes 
ambiguous, except perhaps from the vantage point 
of historical perspective. And if the timing of cycles 
in diffusion and cycles in general business are related 
to each other in an irregular way, then the predictive 
value of the diffusion index is virtually nil. 

In order to evaluate the reliability and definiteness 
of the diffusion index as a device for identifying cur- 
rent business trends, Tue ConrerENcE Boarp has re- 
constructed its measures of diffusion around the 
statistical indicators for the interwar period. On 
the accompanying chart, business expansions and con- 
tractions, as identified by the National Bureau of 
Economic Research, are blocked off. The level of gen- 
eral business activity, as measured by gross national 
product, is shown as a series of steps, year by year. 
Two measures of diffusion are superimposed. The av- 
erage duration of expansion or contraction among the 
indicators appears in the lower portion of the chart. 
The business activity curve, which is simply the 
cumulation of the average duration of expansion or 
contraction, month by month, appears in the upper 
portion of the chart. This curve rises whenever the 
statistical indicators, on balance, are expanding—it 
rises sharply when the average duration of expansion 
is high; and slowly when the average duration of ex- 
pansion is low. Conversely, the curve turns down 
when the statistical indicators, on balance, are con- 
tracting; rapidly, when the average duration of con- 
traction is great; slowly, when the average duration 
of contraction is low. 

Two outstanding features of the chart are the 
rather erratic movements of the average duration 
curve, and the smooth configuration and conformity 
to business cycles of the business activity curve. 
Taken together, these two facts are revealing. The 
smooth configuration of the business activity curve 
means that while there may be frequent variations in 
the scope of expansion or contraction among the in- 
dicators (that is, in the average duration curve), the 


balance between expansion and contraction is upset 
relatively infrequently. And the conformity of the 
business activity curve to business cycles means that 
when the balance between expansion and contraction 
among the indicators is reversed (and the average 
duration curve passes through zero), it happens 
around the time of turning points in business activity. 


1921-1929 


A detailed review of the diffusion index over the 
interwar years supports the general impression con- 
veyed by the chart. During the spring of 1921— 
while the immediate postwar depression was still 
holding sway—the scope of contraction among the 
indicators was narrowing perceptibly. By August— 
just as a business revival caught hold—the statistical 
indicators showed a net balance in favor of expan- 
sion. The expansion broadened out subsequently, and 
continued on a broad front until the spring of 1923. 
Over the intervening months, the business activity 
curve rose along with the improvement in general 
business conditions. 

By May, 1923, declines among the indicators had 
pulled down the average duration curve, and in 
August—two months after general business turned 
down—contractions among them outweighed expan- 
sions. 

The diffusion indexes yielded a first miscue during 
the 1923-1924 recession. Persistent contraction among 
the statistical indicators was temporarily halted in 
October, 1923. Increases began to appear, first in 
raw material prices and manufacturers’ new orders, 
then in construction contracts, and subsequently in 
steel and paper production. For two months, during 
February and March, 1924, the indicators were more 
heavily weighted in the direction of expansion; the 
business activity curve turned up briefly, then re- 
sumed its downward course. 

Rising trends reappeared among the indicators in 
the early fall of 1924, and by October—two months 
after the beginning of business revival—expansion 
replaced contraction for the group as a whole. 
Movement among the indicators was generally up- 
ward throughout 1925 and early 1926, and their aver- 
age duration of expansion remained high; the business 
activity curve traced out the rising tide of economic 
prosperity. 

During 1926, the diffusion index took a misleading 
turn for the second time. Wholesale prices of raw 
materials weakened, residential construction con- 
tracts turned down, manufacturers’ new orders de- 
clined, and average hours of work in manufacturing 
industries were reduced. Then business failures 
mounted and stock prices sagged briefly, as did 
steel production and nonresidential contract awards. 
For the six months between March and August, 1926, 
the indicators as a whole balanced out in the direction 
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of contraction; then the diffusion index turned up 
again. 

The average duration curve moved back toward 
contraction in February, 1927—three months after the 
1927 recession began. The scope of contraction 
among the indicators was never really extended; by 
midyear it had already begun to narrow; and by 
February, 1928—two months after the onset of busi- 
ness expansion—it had been replaced by a rising trend 
for the group as a whole. 


1929-1933 


Through 1928 and the first three quarters of 1929, 
the group of indicators moved fairly consistently up- 
ward. The diffusion index gave almost no forewarn- 
ing of the 1929 collapse. Although the average dur- 
ation of expansion was at its peak a month before the 
peak in general business activity, it remained high 
until September. Thereafter, the indicators began 
rapidly to turn down, but did not show a balance in 
the direction of contraction until November—four 
months after the depression began. By the end of 
the year, all of the indicators were pointed down- 
ward. 

The average duration curve remained low during 
most of the next three years, and the business activity 
curve declined precipitously throughout the Great 
Depression. 

Evidence of revival began to appear toward the 
end of 1932. Average hours were increased, and 
business failures declined; nonresidential construction 
contract awards moved up; paper and textile pro- 
duction turned up briefly; and industrial stock prices 
firmed. 

By May, 1933—one month after business in gen- 
eral began to revive—the indicators as a group were 
weighted in the direction of expansion. 


1934-1939 


The diffusion index took a misleading turn for the 
third time during the summer of 1934. For four 
months, from July to October, declines dominated 
the indicators, beginning with the anticipatory series 
(residential) and nonresidential contract awards, 
manufacturers’ new orders, and industrial stock 
prices) and spreading to the production series (steel, 
paper, and textiles, briefly) and hours worked in 
manufacturing. The diffusion index turned up again 
at the end of 1934, and remained high, carrying along 
the business activity curve, until early 1937. 

The number of rising indicators became progres- 
sively fewer during the spring of 1937, and by June— 
when the recession set in—the balance in favor of 
expansion was reversed. 


1There is some ground for thinking that these indications were 
not misleading, and that the pace of business revival was, in fact, 
interrupted during the second half of the year. Bank debits outside 
New York City, for example, were depressed from July through 
December. 
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Contraction was most widespread among the in- 
dicators in December, 1937. In early 1938, upturns 
began to appear, and by July—when revival began— 
the indicator group was again weighted by rising 
series. 

There was a fourth miscue from the diffusion index 
in 1939. The average duration curve showed a nar- 
rowing of expansion among the indicators at the be- 
ginning of the year. The declines persisted, and for 
three months around the middle of the year they out- 
weighed advances. 


BALANCING THE EVIDENCE 


Summing up the experience of the interwar years’: 

e Erratic fluctuations in the diffusion index (aver- 
age duration of expansion or contraction) tended to 
obscure whatever lead it evidenced at business cycle 
turning points. 

e The diffusion index did successfully mark each 
of the nine turning points, bounding four complete 
business cycles, by a reversal from net expansion to 
contraction at cyclical peaks and from contraction to 
expansion at cyclical troughs. 

e The month in which reversal from expansion to 
contraction took place lagged behind the initial month 
of business recessions by about two months, on the 
average. The month in which reversal from contrac- 
tion to expansion took place lagged behind the initial 
month of business revival by one month, on the 
average. Since business-cycle turning points are sel- 
dom as clearly marked for contemporary observers 
as they are for economic historians, the diffusion 
index can be useful in confirming current business 
trends despite the lags. 

The business activity curve, built up from the 
diffusion index, moved parallel with business-cycle 
phases (rising during business expansions, declining 
during business contractions) with a high degree of 
consistency. In only four instances—encompassing 
fifteen out of a total of 226 months—was it out of 
step with general business conditions. 

On this evidence, it would seem that the diffusion 
index, while admittedly an imperfect mechanism for 
forecasting cyclical fluctuations, is a useful analytical 
tool for identifying current and near-term business 
trends. 

Mutton Lipton 
Division of Business Economics 


1Behavior of the diffusion index during the postwar years is de- 
scribed in an earlier article, in the June, 1954, Business Record. 


Consumer Behavior—Five studies sponsored by the Com- 
mittee for Research on Consumer Attitudes and Be- 
havior, including a study of the extent of deliberation in 
consumers’ decisions to purchase household appliances. 
Edited by Lincoln H. Clark. New York University Press, 
New York, 1954. $4.00. 


CANADIAN TRADE TRENDS 


VER ONE FIFTH of all goods and services 
e@ produced in Canada are exported and a 

roughly comparable ratio of all goods and 
services consumed are imported. 

Among the factors that have made major contri- 
butions to the large expansion in Canadian trade over 
the past decade have been: (1) buoyant demand in 
world markets for many of the country’s natural 
resources; (2) industrial growth and diversification; 
(3) greater opportunities for foreign producers to 
satisfy the demands of the Canadian market for con- 
sumer and capital goods; and (4) vigorous official 
policies to encourage flourishing two-way trade. 

In value terms, Canada’s exports have increased 
more than fourfold since the late Thirties, while im- 
ports have increased even more rapidly. In terms 
of physical volume, exports have about doubled over 
this period, and imports almost tripled. The deteri- 
oration in Canada’s trade balance has been modified 
by a more substantial increase in export than in 
import prices. 


Trade expansion has been accompanied by sig- 
nificant shifts in the composition and direction of 
both exports and imports. Newsprint has overtaken 
wheat as Canada’s most important single export. Im- 
ports of “iron products” (including automobiles and 
automobile parts, machinery, engines, and other capi- 
tal goods) and “miscellaneous commodities” (especial- 
ly chemicals, aircraft and aircraft parts, and tourist 
purchases) have become relatively larger. At the 
same time, the percentage of trade with the United 
States has been substantially increased, while that 
with Britain and the sterling area has declined. 

The accompanying charts which show the value of 
Canada’s trade from 1919 to 1954 and geographic 
distribution and commodity composition for 1935- 
1939, 1948 and 1954 cover total exports, imcluding 
small amounts of reexports. The charts showing the 
indexes of export prices and the volume of exports 
cover domestic exports only. 

The source for all data shown is the Dominion 
Bureau of Statistics, Ottawa. —A.J.R.S. 
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VOLUME vs. VALUE: CANADA AND UNITED STATES 
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WHO BUYS AND SELLS TO CANADA 
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WHAT CANADA BUYS AND SELLS 


Millions of Canadian dollars 
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MEXICO IN THE WORLD'S TRADE 


N EXCESS of merchandise imports over exports 
has been one of the important economic devel- 
opments in Mexico since the war. In the years 

from 1948 through 1951, the deficit narrowed, but in 
more recent years has again widened. 

This is in marked contrast to the years before the 
war when Mexico’s trade balance was consistently 
favorable. Even in the depression years of the early 
Thirties, she was able to sell more than she bought 
from the rest of the world. 

The consistently unfavorable trade balance after 
the war has not meant that Mexico has incurred 
deficits on all items entering into her current account 
and consequently in the total current account. Earn- 
ings from tourism have offset a good deal of the deficit. 
Mexico is a good place to visit, and as a result, that 
country ranks second only to Canada as a tourist 


attraction and as a target of tourist expenditures. 


TOURISM HAS HELPED 


That tourism is no insignificant industry can be 
verified by the comparison of a few figures. United 
States tourists spent $180 million, $192 million, and 
$190 million in 1952 through 1954. In the same years, 
Mexico’s deficit on trade account was $158 million, 
$200 million, and $158 million. Such a comparison 
does not take into account Mexican tourist expendi- 
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tures abroad, but they are relatively small, so that 
the bulk of the trade deficit and sometimes more is 
offset by Mexico’s tourist account. 

Despite the substantial help from tourist expendi- 
tures, Mexico has had a current account deficit in 
four out of the last seven years. But these deficits 
have not prevented her from holding on to substan- 
tial reserves of gold and foreign exchange. Particularly 
notable has been the increase in foreign exchange re- 
serves that has taken place, contrary to the experi- 
ence of countries, such as Argentina and Brazil, which 
accumulated reserves during the war only to deplete 
them in spending sprees in the early postwar years. 

Monetary reserves reached their low point in June 
of last year, shortly after the April devaluation. In 
April, 1955, reserves bounced up to $255 million, 
close to the previous postwar high. Devaluation had 
been successful—at least temporarily—and in con- 
junction with other factors. In the second half of 
1954, exports were up and imports down. All in all, 
Mexico finished 1954 with a current account surplus, 
the first in three years. The flight of capital was also 
not only halted but actually reversed. As a result, 
reserves were replenished at a remarkably rapid rate. 

What factors have enabled Mexico to maintain 
fairly large foreign exchange reserves in the face of 
the persistent postwar deficits? Two factors stand 
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MEXICO AS U. S. CUSTOMER AND SUPPLIER 
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PRICES AND MEXICO'S TRADE 
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RISE AND FALL OF MEXICO’S BANK BALANCE 
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out: First, direct investment has flowed in modestly 
but steadily, reaching a high of $87 million in 1952, 
but still holding up to $58 million in 1953, the last 
year for which such data are available. 

What of the future? What products will Mexico 
continue to export and to import? 

Mexico has been industrializing, like many other 
underdeveloped countries. But unlike most, she has 
been able to increase her agricultural production as 
well. As a matter of fact, for certain products in 
which she was a relatively heavy importer only a few 
years ago, she has either cut down her purchases or 
eliminated them entirely. 

Wheat, for example, will not be imported in 1955. 
Good harvests have resulted in sufficient production 
to meet local demand. Only a few years ago, Mexico 
was importing 400,000 tons of wheat. She has also 
been able to increase her agricultural production as 
beans, important in the diet of Mexicans. 

Mexico’s Department of Agriculture has declared 
that the aim is to make Mexico virtually self-suffi- 
cient in basic foodstuffs, possibly by 1958-1959. 


PETROLEUM DEVELOPMENTS 


Developments in petroleum look to the reduction 
in outside sources for refined products at the same 
time that domestic production of crude products is 
being stepped up. The Salamanca Pemex refinery, in- 
augurated in February, 1955, is expected to eliminate 
the need of importing $15 million of foreign lubricants 
annually. During the same year, Mexico is expected 
to export more oil than during any other year in the 
history of Pemex (1938). 

But despite these favorable developments in petro- 
leum, Mexico may find that domestic consumption 
will exceed production by 1956. Continued industrial 
expansion in Mexico will call for larger petroleum 
consumption, which in recent years has been increas- 
ing at about 10% per year. In order to meet this 
need, production of crude oil will have to increase 
by an average of 8.6%. Such a production rate 
is not impossible, but it calls for increased investment 
by Pemex (since foreign activity cannot be expected 
to be important) not only in refining and transporta- 
tion, but in exploration and drilling as well. 


AN IMPORTANT NEW EXPORT? 


Sulphur may become one of Mexico’s leading ex- 
ports in the next four or five years. Export earnings 
in 1955 are expected to come to 500 million pesos, or 
about $40 million. At such a rate, it will approximate 
such important export earners as lead, copper and 
petroleum in Mexico’s recent past. 

Mexico’s imports will continue to be dominated 


See “The Economic Development of Mexico,” Report of the 
Combined Mexican Working Party for the International Bank for 
Reconstruction and Devolopment. The Johns Hopkins Press, Balti- 
more, 1953, pp. 52-54. 


by capital goods until such time as it can develop its 
own industry. In 1950, imports of investment goods 
came to 38% of total imports. 

The United States has a predominant interest in 
foreign investment in Mexico, as it has in its foreign 
trade. More than three quarters of all foreign direct 
investment in 1952 was made by United States busi- 
nesses. This percentage is actually higher than the 
1938 figure, when Mexico expropriated the invest- 
ments of United States and other countries in the 
petroleum industry. 

Large as our investment is in Mexican industry it 
is still below the 1929 total of $683 million. A low of 
$287 million was reached in 1943. Direct investments 
at the end of 1953 came to $509 million. 

Two industries have been responsible for the de- 
cline from the 1929 -high—petroleum and mining. 
Even before the expropriation of 1938, investments in 
petroleum had fallen to $69 million in 1936 from $206 
million in 1929. The expropriation virtually wiped out 
the remainder. Mining has dropped from $230 million 
in 1929 to about half that figure now. Increases in 
trade and manufacturing, particularly the latter, have 
made up for some of the declines in the extractive 
industries. 


REINVESTED EARNINGS 


In recent years the growth of United States direct 
investment in Mexico has been largely the result of 
reinvested earnings rather than new capital inflow 
from the United States. In the three years from 1951 
through 1953, net new capital from the United States 
came to $17 million, while undistributed earnings 


- totaled $73 million. The presumption is that the re- 


investment of earnings goes into expanding the same 
enterprise while new capital may go into new fields. 
Though data are not available to support it, things 
may have changed since 1953. American capital is 
active in the development of Mexico’s sulphur de- 
posits. 

How profitable a place is Mexico for American or 
other foreign capital to invest? Seemingly it does not 
measure up to some of the other Latin American 
republics. Earnings as a percentage of direct invest- 
ment were 10.4%, 13.4%, 12.1%, and 9.1%, respec- 
tively, from 1950 to 1953. In all of Latin America, the 
return on investments was approximately three per- 
centage points above the return for Mexico in the 
same year. 

The return on petroleum investments in the rest 
of Latin America is a big factor in accounting for 
the differences in return, but it does not tell the whole 
story. Even when manufacturing industries alone 
are compared, Mexico comes out about one to two 
percentage points below all of Latin America. 


J. FRANK Gaston 
Division of Business Economics 
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Item 


April ver over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............ 1947-49 = 100 123 +0.7 +10.6 
Durable goods (S).................00005. 1947-49 = 100 134 +2.0 +12.7 
Nondurable goods (S).................- 1947-49 = 100 115 +0.8 +7.8 
Minierals, OS) js wsssorsedts, Harstad Seth chee! awn eralten 1947-49 = 100 109 -0.8 +11.0 

Consumer durables (S)!...............0.5- 1947-49 = 100 116 +2.9 +23.3 

Machine toolet. 5. .o.ssccstecoaa:5 atya telat ones exe 1945-47 = 100 302.7 -10.7 —40.3 

Construction contracts awarded, residential*| million dollars 796 +8.1 +34 .4 

Construction contracts awarded, other’. .... million dollars 896 +9.3 +39.7 

Hetailisales(S):/.) 2.2 ok eee nee et: million dollars 13,900 +2.1 +8.5 

Retail inventories (S)*.................... million dollars 22,563 +0.8 —0.1 

Department store sales(S)................. 1947-49 = 100 111 +5.3 +7.2 

Department store inventories (S)‘.. 1947-49 = 100 121la +1.7 +1.7 

Manufacturing sales (S) (R).. ....... || million dollars 23,637 +5.4 +9.9 

Manufacturing inventories (S)(. R).. million dollars 44,995 +0.1 -3.8 

Manufacturing new orders (S)............ || million dollars n.a. n.a. n.a. 

Manufacturing unfilled orders‘. . million dollars n.a. n.a. n.a. 

Carloadings, total®...................... thousand cars 620 +5.3 +11.5 

Carloadings, miscellaneous®............... || thousand cars 339 +2.2 +9.4 

Prices, Wages, Employment— 

Basic commodity prices’................. 1947-49 = 100 92.5 +0.9 2.7 

Wholesale commodity prices, alba Sips 1947-49 = 100 111.0 +0.5 —-0.5 
(MOTI ck Rae che a tints ateoey As. SEER suas SM 1947-49 = 100 99.4 +2.3 =5.2 
RuUIStrlaler ee tees teas coe a ea eae oe 1947-49 = 100 114.5 +0.1 +1.0 

Consumers’ price index................... 1947-49 = 100 114.6 —0.1 0.3 

Farm parity price ratio................... 1910-14 =100 91 +1.2 4.4 

Nonagricultural employment. . ......|| thousands 54,522 +1.3 +1.7 

Unemployment................02 000 eee: thousands 3,465 -6.7 -14.5 

Factory employment (R)................-- thousands 12,548 +0.2 +2.1 

Average weekly hours worked, manuf’ing (R)| number 39.0 -1.2 +3.1 

Average hourly carga manufacturing( ee dollars 1.80 +0.5 +3.3 

Personal income (S)'... billion dollars 285.0 +0.6 +3.2 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 66,161 i : 61,128 -7.8 +8.2 

Business loans’.................000.0e ee ee million dollars 22,517 |r 22,465 |r 22,031 22,451 +0.2 +0.3 

Consumer instalment credit outstanding‘... .|| million dollars n.a. 22,974 22,508 21,381a +2.1 +7.5 

Privately held money supply*.............. billion dollars n.a. 205.3 |r 206.9 195.2a —0.8 +5,2 

Federal budget receipts ap Pe ee ok pid million dollars 3,732 9,741 5,427 2,751 -61.7 +35.7 

Federal budget expenditures.............. million dollars 5,228 5,894 4,831 5,296 -11.3 -1.3 

Defense GISUTeS : tal toasts rout coke million dollars 3,477 3,924. 3,255 3,826 -11.4 -9.1 

Federal budget surplus or deficit, cumulative" million dollars —6,634 —5,138 —8,984 —4,842 : te 

1Qutput of major consumer durables 6A verage of 22 daily spot market prices aMarch, 1954 n.a.Not available 

*Shipments 7Annual rate pPreliminary rRevised 

487 eastern states 8888 centers R Series revi 

4End of month *Average of Wednesday figures 8 Adjusted for seasonal variation 

Perera weekly From July 1 to end of month indicated 

Sources n of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve; 
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Sources and Uses of Funds in 1953 and 1954 


SOURCES USES 
OTHER LiaBiLities* YY IJYR2iIN 
V/ WES 


INVENTORIES 
LIQUID ASSETS® 


RSSSSSSSSY NET RECEIVABLES * 


NET NEW ISSUES 


DEPRECIATION PLANT AND 


EQUIPMENT 


RETAINED PROFITS 


1953 


Billions of dollars 


4 Other liabilities include bank and mortgage loans, federal income tax 
and other current debt not elsewhere specified. Liquid assets include 
holdings of cash, United States Government securities and other current 
assets not shown separately. In 1954, $0.4 billion was withdrawn from 


SOURCES USES 


INVENTORIES EN 


r OTHER LIABILITIES“ 
LIQUID ASSETS® EBssssssss 


Ny 
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DEPRECIATION PLANT AND 


EQUIPMENT 


RETAINED PROFITS 


1954 


liquid holdings, so defined. In 1953, $.7 billion was added to net 
receivables. Totals of “‘sources’’ and “‘uses’’ are not exactly equal in 
either 1953 or 1954 because of statistical discrepancy. Data for 1953 
and 1954 are preliminary. 


Sources: Council of Economic Advisers; Securities and Exchange Commission; Department of Commerce; The Conference Board. 


INFLOW AND OUTFLOW OF CORPORATE FUNDS 


ing 1954 provides both a chronicle of that year’s 
business recession and a measure of the strength 
that underlay that year’s business activity. The ex- 
tent of the 1954 decline is clearly reflected in the way 
corporations contracted their use of funds. But the 
high level of plant and equipment expenditures in 
1954, and the improvement in liquidity, give evidence 
of the basic vitality of corporate enterprise. 
After-tax profits plus depreciation funds reached 
an all-time high in 1954. In the revival of 1955, corpo- 
rations have increased their current investment, 
profits are climbing to new highs, and capital expen- 
ditures are evidently rising. 


ie RECORD of corporate financial flows dur- 


To what extent did the financial response of aajgcrs 
tions to the 1954 downturn provide a necessary back- 
ground for this recovery? 


How did the financial impact of the recession vary 
among industries? 


And how important was the role played by legislative 
supports? 


Corporations reacted to the 1954 recession princi- 
pally by contracting their short-term investments.! 
While total funds used by nonfinancial corporations 
for fixed outlays and gross working capital declined 
about 25% from the 1953 level, plant and equipment 
expenditures decreased by a mere 7%. The shrink- 
age in funds used was largely owing to withdrawals 
made from current assets, notably from inventories. 


DECLINE IN CURRENT ASSETS 


During 1954, current assets of all corporations were 
reduced by more than $2 billion—the first downturn 
in the postwar period. Declines of $2.8 billion in in- 
ventories and of $0.9 billion in liquid reserves were 
partly offset by increases of $1.4 billion in notes and 
accounts receivable and other current assets. 

The quarterly movements in these assets roughly 
paralleled the sagging sales, inventory liquidation, 
and tax adjustments that marked last year’s business 
scene. Reduction in stocks of raw materials and 


‘Data on working capital, plant and equipment expenditures, and 
depreciation used in this article exclude financial intermediaries 
such as banks and insurance companies. 
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semifinished and finished goods began in the third 
- quarter of 1953 and continued throughout 1954. Cus- 
tomer financing requirements also fell sharply after 
the third quarter of 1953 as fewer goods were being 
bought. By September, 1954, however, notes and 
accounts receivable were rising again, and at the 
year end were $1.2 billion higher than a year earlier. 

Reserves of cash and United States Government 
securities also sagged in response to the over-all busi- 
ness decline, higher dividend payments, and espe- 
- cially to tax payment pressures. In the first half of 
1954, tax liabilities, based on 1953’s high activity 
levels and the steep excess-profits rate, exceeded tax 
accruals. This divergence was exaggerated by the 
payment schedule imposed by the Mills plan: 90% 
of 1953’s tax liability was due in the first half of 
1954. As a result, holdings of cash and government 
securities were cut by almost $5 billion in the first 
quarter of 1954; and between March and June they 
fell again, by close to $2 billion. Liquid reserves were 


Disposition of Cash Inflow 
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4 (right-hand triangle) Net profits before taxes 
4 (left-hand triangle) Net profits after taxes 


Sources: Council of Economic Advisers; Department of Commerce; 
The Conference Board 


strengthened in the second half of the year, however, 
and by December they were only 2% below the rec- 
ord level of 1953.1 


DECLINE IN CURRENT LIABILITIES 


Paralleling these withdrawals of liquid reserves 
was an even more rapid downturn in current liabili- 
ties. Total current debt was reduced by $5.5 billion, 

1Since last December, the strain on corporate liquid holdings has 
no doubt been renewed. In 1955, 100% of the prior-year tax bill is 
due by the fifteenth of June. In addition, under the newly instituted 
“pay-as-you-go” system, an important part of the corporate sector 
is scheduled to pay 10% of its 1955 tax liability in the second half 
of the year. 
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exceeding the decline in current assets by about 
140%. As a result, net working capital (current 
assets minus current liabilities) rose to an all-time 
high; and despite the decline in holdings of cash and 
governments, liquidity improved (see chart). The 
ratio of cash and United States securities to current 
liabilities rose from .54 at the close of 1953 to 56 by 
the end of 1954. Although still substantially below 
the swollen proportions of the postwar Forties, this 
was the highest liquidity ratio since 1951 (see chart). 

More than three fifths of the reduction in current 
liabilities was attributable to lowered tax liabilities— 
the result of the demise of the excess-profits tax and 
the sag in before-tax earnings. Reduction in notes 
and accounts payable accounted for the remainder of 
the decline. Other current liabilities increased some 
what. 


1954 vs. 1949 


The 1954 adjustments in the financial structure 
of corporations showed both similarities to, and dif- 
ferences from, those which occurred in the previous 
postwar recession. Marked inventory contraction and 
a concomitant decline in short-term debt character- 
ized 1949 as well as 1954. In both years, net working 
capital moved upward, and liquidity increased. How- 
ever, unlike 1954, current assets did not decline in 
1949. Although the inventory cut in 1949 was sub- 
stantial (deeper than last year’s), it was counter- 
balanced in large degree by generous additions to 
liquid holdings. Consequently, the ratio of cash and 
government securities to current debt rose more 
sharply than in 1954, 

Part of the difference in the movement of cash 
reserves in 1949 and in 1954 was owing to dividend 
policies. In 1949, dividend payments amounted to 
48% of net profits after taxes. In 1954, such pay- 
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ments constituted about 56% Working Capital Changes in Two Recessions 


of after-tax profits. But more 
significant was the variation 
in the amount of money used 
for fixed investment in the 
two recession years. In 1949, 


CURRENT ASSETS 


Billions of Dollars 


CURRENT LIABILITIES 


companies reduced their 
plant and equipment expen- 
ditures by $2.5 _ billion—a 
13% decline from 1948 out- 
lays. In 1954, corporations 
cut plant and equipment 
spending by only $1.7 billion, 
which was a 7% drop from 
the previous year’s record 
outlays. While enterprises 
were adjusting their current 
assets last year, they were 
simultaneously displaying 
their optimism by continu- 
ing capital investment at 
relatively high levels. 
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Funds for plant and equip- 


ment purchases were derived CASH 
largely from internal sources. Manet 
For nonfinancial corpora- SECURITIES 


tions, the sum of retained 
profits, depreciation accruals, 
and inventory and cash with- 
drawals was more than suffi- 
cient to cover the $22 billion 
used for fixed investment. Less than $6 billion was 
raised through new stock and bond issues (a 20% de- 
cline from 1953) despite the attractive flotation condi- 
tions that prevailed last year. The excess of available 
funds over capital expenditures was used principally 
for liquidation of bank and mortgage loans, trade 
payables and tax liabilities. 

Reliance on internal sources of funds in 1954 was 
made possible by record cash inflows (see chart). 
Preliminary figures indicate that the sum of last 
year’s corporate after-tax profits and depreciation ac- 
cruals reached an all-time high of over $30 billion. 
Net profits fell off by about $0.5 billion, and dividend 
payments actually exceeded 1953 totals. Retained 
profits thus fell, but cash from depreciation accruals 
rose more than $1 billion. On balance, retained cash 
inflow matched 1953 levels. 

A strong decline in the corporate tax bill also 
played an impressive role in this maintenance of cash 
inflow. A lowering of the dollar tax bill was auto- 
matically assured by the shrinkage in business profits, 
and, mainly as a result of the widely hailed passing of 
the excess-profits levy, the average effective tax rate 
in 1954 was also reduced by four to five percentage 
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except banks and insurance companies. 


Source: Securities and Exchange Commission 


points. In addition, rapid depreciation permitted 
under certificates of necessity and, to some extent, 
the liberalized depreciation provisions of the 1954 
Internal Revenue Code, served to enlarge the mag- 
nitude of the depreciation deduction. As a result, 
tax liabilities, calculated as a percentage of cash in- 
flow, were cut even more sharply than the rate cal- 
culated against profit alone. 

The effect of tax remissions can be gauged by the 
difference in profit levels before and after taxes. Pre- 
liminary data indicate that corporate profits, before 
taxes, totaled some $35 billion in 1954, a decline of 
almost $4.5 billion (or over 11%) from 1953 levels. 
After taxes, corporate profits of about $18 billion 
were down only $0.5 billion (or less than 3%). The 
reduction in dollar tax liabilities amounted to close to 
$4 billion. Tax rate reductions accounted for a nota- 
ble share, but the major part of the cut resulted from 
a contraction in the level of taxable profits. 


THE DEPRECIATION RISE 


Part of the shrinkage in taxable profits was due, in 
turn, to an increase in depreciation and amortization 
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charges. In 1954, these accruals exceeded 1953 levels 
by $1.3 billion. The increase followed the trend of 
- the postwar era. 

Since 1946, annual depreciation and amortization 
costs have mounted steadily, along with a rise in out- 
lays for plant and equipment. In the past three 
years, however, a significant and growing proportion 
of these costs have been derived from projects built 
under certificates of necessity which permitted un- 
usually rapid amortization. Write-offs on defense-re- 
lated outlays have increased from about 3% of total 
corporate depreciation and amortization charges in 
1952 to about 11% in 1953, and to almost 13% in 
1954. More than half of the increase in total amortiz- 
ation and depreciation between 1953 and 1954 is at- 
tributable to charges against defense-related outlays. 

According to existing schedules, rapid amortiza- 
tion allowed by certificates of necessity will continue 
to increase in 1956 and 1957, and then will begin to 
taper off. Other things remaining equal, the effect 
of the downturn should be to lower corporate net 
cash inflow. A lessening of depreciation charges 
would increase the taxable profits level, and would 
thus enlarge the corporate tax bill. 

Other things, of course, are not likely to remain 
equal. A continuing high level of capital outlay at 
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today’s historically high cost level would tend to 
raise the total book value of plant and equipment 
against which depreciation is charged, and the liberal- 
ized depreciation provisions of the 1954 Internal Rev- 
enue Code may provide a further partial compensa- 
tion for the shrinkage in amortization covered by 
certificates of necessity. 

For many industries, however, the impact of the 
shrinkage in amortization of defense facilities will 
be much more severe than is indicated by the sta- 
tistics for the corporate sector, as a whole. For ex- 
ample, while defense amortization last year amounted 
to about 13% of the total for all corporations, it was 
almost 40% in the iron and steel industries. 

On the other hand, some industries reported no 
accelerated amortization. Within the manufactur- 
ing sector, these groups were principally in nondur- 
able industries—food, tobacco, apparel and finished 
textiles, printing and publishing, leather and prod- 
ucts. Among durable manufacturers, only the lumber 
and furniture groups reported no amortization under 
necessity certificates. 


VARIATIONS AMONG INDUSTRIES 


The financial patterns displayed by the corporate 
sector as a whole summarize the net effect of many 


Cash Flow in Corporate Manufacturing, 1953 and 1954 
Millions of dollars 


Motal, manulacturing. |... ccd sacl). - cle dees canes 


Total, durable manufactures.................. 
Primary nonferrous metals.................. 
Primary iron and steel... 4.66 acco ces ae « 
Fabricated metal products.................. 
Nonelectrical machinery...............+.65+ 
Electrical machinery... 65... 0104/0 20/6 12 cee es 
Motor vehicles, parts..............-..eee0e. 
Other transportation, equipment............. 
Instruments, related products............... 
Stone, clay, glass products.............+.... 
Lumber, wood 
Prirmituires f1Xtures:.. cc ste s ees ts see ches eo + 
Miscellaneous (including ordnance)........... 


ee 


Total, nondurable manufactures............... 
ebextile mill products) se Hsia sve els dies'ole eel es ole 
Apparel, finished textiles.................0+- 
IRIIDDOL PLOCUCES!: «ccs 5/0 ans 2 wieleie a 86 & sees ovele 
eather products. seating sta +leistertislclels e's 
Paper, allied products..............+-see00- 


Printing, publishing (except newspapers)...... 


Chemicals, allied products.................. 
Petroleum rehning. of cecaicies acento ces oo 
Petroleum, coal products..............+00005 
Food and beverages..........-s0seeeeeeeees 
EOD ACCO Rice Gieleame Gecais oO lateeatausl sleatonaliovaythexsns 


Gross Cash Inflow! 


1953 


30,659 


16,938 
1,120 
2,882 
1,329 


wee. 


eee 


eee ae 


2,693 
1,999 
3,221 

938 

542 
. 1,103 
489 
251 
371 


13,716 
907 
235 
585 
147 

1,247 
458 
3,024 
4,239 
104 
2,416 
354 


wee ee 


ee eee 


sees 


ec eee 


eeeee 


eee ee 


eoeee 


sees 


ences 


eee 


Depreciation Net Profit before Tax! Tax Liability Net Profit after Tax 
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14,625 
1,033 
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Sources: Securities and Exchange Commission; Tam Conrerence Boarp 
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interindustry differences (see table). Securities and 
Exchange Commission data for 1954 show pretax 
profits of the manufacturing sector as a whole down 
$3.5 billion (14%) from 1953 heights. The decline 
among separate industries within the manufacturing 
sector, however, ranged from 1% for stone, clay and 
glass to 48% for textile-mill products. After taxes, 
total manufacturing profits were only $100 million 
(1%) below prior-year figures, but again separate 
industry groups showed widely varying movements. 
Twelve of the twenty-three major manufacturing sec- 
tors for which SEC data are compiled reported in- 
creases in post-tax profits, ranging from 0.4% for 
electrical machinery to 33% for transportation equip- 
ment (except motor vehicles and parts). Only eleven 
groups actually experienced declines. These ranged 
from less than 1% for primary nonferrous metals to 
60% for textile-mill products. 

Although net cash inflow (profits after taxes, plus 
depreciation) of all manufacturing firms increased 
by almost 3%, nine manufacturing groups showed 
downturns of from 2% (miscellaneous durables) to 
30% (textile-mill products). On the other hand, 
thirteen groups reported gains of from 3% (food) to 
26% (transportation equipment). 

Most manufacturing groups raised their dividend 
payments over 1953 levels. For the manufacturing 
sector as a whole, cash dividend payments in 1954 
were $0.3 billion higher than in 1953. However, five 
of the twenty-three major groups cut their dividend 


outlays. Four of these (miscellaneous durables, fabri- 
cated metal products, textile-mill products, and ap- 
parel and finished textile industries) were among the 
nine sectors reporting lower net cash inflows. On the 
other hand, the food industry, which also showed a 
dividend decline, reported a higher cash inflow and 
higher post-tax profits in 1954 than in 1953. 

For the manufacturing sector as a whole, and for 
the vast majority of industry groups, the dividend 
increases were associated with a contraction in levels 
of reinvested earnings. Nevertheless, four of the 
eighteen manufacturing industries whose 1954 divi- 
dends exceeded 1953 levels also reported substantial 
increases in net after-tax profits and showed an up- 
turn in retained earnings. 

Most manufacturing groups—even most of those 
with lower cash retention—showed increased cur- 
rent liquidity in 1954. The ratio of cash and govern- 
ment securities to total current debt increased from 
.67 to .71 for the manufacturing sector as a whole. 
Only six of the twenty-three separate groups showed 
declines in liquidity. In most of these cases the de- 
cline in liquidity occurred in industries that did not 
experience inventory liquidation in 1954. Three of the 
six reported inventory investment at the close of 1954 
in excess of 1953 year-end levels, and two reported 
almost no change in inventories. 


Brita Kosocow 
Division of Business Economics 


Business Forecasts 


(Continued from page 211) 


now booked heavily into the third quarter. However, possi- 
bilities of further increases in the short run are strictly 
limited. Similarly, residential building projects are already 
on the books in sufficient numbers to guarantee a high level 
of home building during the summer, but a continuation of 
the past year’s rate of increase is practically impossible. 


“There are indications of a leveling out of the upswing, 
and in some lines of a decline in operations some time during 
the summer months. With the broadening general improve- 
ment, the hope is that this dip will be limited to the usual 
seasonal proportions, but beyond that point the question is 
what will carry business forward again. Conceivably, it 
could be inventory accumulation. But inventory building at 
a rapid rate would be more disturbing than reassuring. 


“The soundest impetus for fall business may come from 
the recent improvement in demand for capital equipment. 
. . . Plans for investment, especially the longer-term plans, 
reflect not only the optimism stirred up by the spurt in sales 
but the belief that conditions over an extended period will be 
favorable for the profitable utilization of the new facilities.” 

The Journal of Commerce (May 13)—‘‘Economist Fred O. 
Kiel today predicted a slowing of business activity and a 
period of tough sales competition in the months ahead. 


“Mr. Kiel, senior economist of the Federal Reserve Bank 
of Cleveland, spoke at the annual convention of the National 
Association of Sheet Metal Distributors. 


“He said business in the past eight months has recovered 
all of the ground lost in the recession of 1953-54 and that 
‘a number of important factors will be operating in the second 
half of the year to sustain, or even increase, present rates 
of activity.’ 

“« “However,” he added, ‘there are some other factors which 
could very well tend to dampen down recent rates of increase. 
On balance, the odds seem to favor a slowing of the recent 
rates of increase in business activity, a period of very tough 
competition for sales and a battle to hold costs in line.’. . 


‘As factors which could sustain or increase activity in the 
second half he listed the shift of business to a policy of in- 
ventory accumulation, record rates of construction activity, 
an upward trend in consumer spending, increased use of 
instalment credit, and an increase in plant and equipment 
expenditures by private business. 

“The dampening factors, he said, are likelihood of a sub- 
stantial drop in automobile manufacturing, tightening of 
mortgage credit terms and possible serious labor-management 
disputes in the third quarter.” 
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Studies in Personnel Policy 
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148—Retirement of Employees 

147—Company Health Programs for Executives 
146—Company-Paid Sick Leave and Supplements to Workmen’s Compensation 
145—Personnel Practices in Factory and Office 
144—Recruiting and Selecting Employees 
143—Fringe Benefit Packages 

142—Executive Development Courses in Universities 
141—Severance Pay Plans 

140—Management Development 

139——Company Organization Charts 

138—Bulletin Boards 

137—Escalators and the New BLS Index 
136—Employee Magazines and Newspapers 
135—Suggestion Systems 

134——Cooperative Medical Programs 
133——-Employee Savings and Investment Plans 
132—Stock Ownership Plans for Workers 
131—Employee Induction 

130—Time Off with Pay 

129—Communicating with Employees 
128—Computing the Cost of Fringe Benefits 
127—Union Security and Checkoff Provisions 
126—Controls of Absenteeism 

125—Information Racks—A New Communications Medium 
124—Developments in Supervisory Training 
123—Letters to Nonsupervisory Employees 
122—Evaluating Managerial Positions 


In the May Management Record 


The Uses of Assistants—If an executive finds his work load is too heavy, 


The 


does he need an assistant or should he be delegating more of the work directly 
to his submanagers? And if he decides that he does need an assistant, 
would a line or staff assistant better fit his requirements? This article should 
provide companies with many of the answers to these problems, 


Rowntree Unemployment Compensation Plan— Rowntree’s, a British 
firm making cocoa and candy products, has had an unemployment compen- 
sation plan since 1922. The similarity of some of the features of the plan 
to the objectives of the UAW-CIO drive for guaranteed annual wages makes 
this article fascinating and timely reading. 


"Personnel Administration—What, How, Why"—A panel of experts as- 


sembled by The Conference Board look into the question of what is good 
personnel administration and its importance to a company’s welfare. The 
opinions offered by the experts are varied. But in working out general areas 
of agreement, many basic aspects of personnel administration are clarified. 


Group Insurance During Strikes—Should a company continue group insurance 


coverage for employees who are on strike? Recent court rulings indicate that 
company policy may be limited by state and federal laws, as well as by insurance 
company policies. This article discusses these rulings and the effect they 
may haye on company policy. 
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Do other Western nations invest rela- 
tively more in public enterprises than 
do we?... Do larger—or smaller—shares _ 
of their budgets go for defense, welfare, 
subsidies? . . . Will our federal budget 
continue to climb in the coming years? 

. . . How efficiently is our government 
run?... Are all the services it performs 
necessary? ... Are all the activities it 
-engages in useful? ... 


These and other problems concerning the 
“nation’s biggest business’’ are presented 
in the chartbook which was distributed 
at The Conference Board's 39th Annual 
Meeting in New York City in May. Four- 
teen full-page color charts and fourteen 
facing-page texts give the facts graphi- 
cally and concisely. Copies of **Toward 
Better Government” have been mailed to 
all Associates. Purchases in quantity, 
at nominal prices, may be arranged. 
It is your business, as well as that of 
every other citizen, to work intelligently: 


Others in the series of yearly chartbooks: ‘Prices, Costs, Wages” (1954) . . . “Profits in Perspective” (1953) 


